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“The significance of economic history is shown in its 
concern with long-run trends and its emphasis on training 
in a search for patterns rather than mathematical formulae. 
It should compel the study of interrelationships between 
the social sciences and between nations. .. . It should 
weaken the position of the textbook, which has become 
such a powerful instrument for the closing of men’s 
minds with its emphasis on memory and its systematic 
checking of new ideas. Biases become entrenched in 
textbooks which represent monopolies of the publishing 
trade and resist the power of thought.” (from Political 
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truth, of closed systems of knowledge, of the limitations of ‘present-mindedness’ and 
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the perils of specialization and quantitative measurement. In his judgement, the first 
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complexity of his subject matter.” (from Harold Adams Innis: Portrait of a Scholar, University 
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This map might be called a ‘model’ map. The proportions are based on population. The density of shading indicates the relative 
wealth of the country. 


The numbers on the map refer to the list on the next page. The list gives, in alphabetical order, the population and per capita 
gross national product of the countries of the world with populations of over a million. (Dashes indicate that accurate data is 
not available ; however, the range into which the country’s GNP falls is indicated on the map.) 


The figures show that most of the world’s people exist in poverty ; about two-thirds live in countries with a per capita GNP of less 
than $300 a year. Well over half the people of the world live in six countries, each with populations of more than 100 million. 
Only two of the “big six’’ have a GNP per capita of more than $100. 
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WHAT IS 
ECONOMICS? 


Che scope of economics 


Most people have an idea of what economics is about, although they might hesitate to 
offer a quick definition. It seems to be concerned with business, with buying and selling 
goods (like television sets) and services (like bus transportation). It has to do with things 
like production and employment, wages and prices, money and banking, stocks and bonds, 
taxes and pensions, international trade and the balance of payments. 

The term “economics” comes from two Greek words, whose literal meaning is “relating 
to the management of a household.” Although this definition is narrow and obsolete, per- 
haps it can still provide a useful beginning for thinking about economics. Everyone is 
familiar with at least one household. The household is composed of a group of people, 
usually (though not always) a family. The members of the family have certain basic 
needs. Most people would probably agree that basic needs include food, shelter, clothing, 
and education, although they might not agree on what else should be added to this list. 
Beyond these needs, families have wants for a whole range of goods and services which 
they would like to enjoy. To satisfy these needs and wants they need income which usually 
is earned by the work of one or more family members. Circumstances vary tremendously 
from one family to another: some families are large, some small; some are strong and 
healthy, others are not; some are rich, some poor; some are more talented or better educated 
than others. But all families have to make decisions about the kinds of lives they will lead. 
What kind of work should the head of the household look for? Should he try to work full- 
time, half-time or overtime? Should other members of the family work too? When and how 
should the children earn their own living? Where should the family live, in the city, the 
suburbs or the country? Should they buy or rent an apartment or a house? Is it sensible to 
buy a sewing machine and make some clothes at home, or is it better to buy ready-made 
clothes and spend spare time in some other way? Is it worth while in economic terms 
for the mother of a young family to take a job, if it means she must buy time- and labour- 
saving equipment such as a freezer and a dishwasher as well as hiring a baby-sitter? Is it 
better to buy a car and save time getting to work, or take the bus and save money? If 
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there is extra money would it be more sensible to take a holiday away from home or to buy 
a colour T.V.? To buy a second car or move to a house or apartment with two bathrooms? 
How much of the monthly income should be spent and how much should be saved? What 
is the best way to save for retirement and old age? 

No matter how much families may differ from each other, the decisions they must make 
are rather similar. For each person strength, energy and time are limited, and income, no 
matter how large, is not infinite. Each family considers its present situation and makes plans 
for next week, next month and for the distant future. How can the family make the best 
use of the resources it now has in order to increase its wealth and its satisfaction in 
the future? 

In some ways the economy of a country can be compared to that of a household, although 
it would be wrong to press the comparison too far. Countries also show tremendous vari- 
ation: some, like Japan, are over-populated, and some, like Canada, have room for more 
people. Some have tremendous natural resources like oil and minerals, and some have 
almost none. Some are rich in having efficient modern machines and factories, roads and 
railways, schools and hospitals. Others are much more primitive and do not have much 
large-scale equipment. Some have good governments which can carry out the will of their 
people and help their economies to grow, supported by responsible citizens who spend 
time thinking about what they should be doing themselves and what they would like their 
government to do. In some other countries, citizens have allowed themselves to be governed 
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—— left: Aztec trade symbols from the 


tribute roll of Montezuma—A. 2 man C 
strings of jade beads B. a royal Se 
headdress C-D. 2 warriors’ cos- 
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Doran and Co. Inc., 1944 

figs V 
right: Knossos tablets recording 
rations and monthly wheat state- flour Kk 
ments—Note that there seem to be 
three symbols for expressing mea- 
sure. If we take the circle to indicate volume ) 
100, the horizontal line 10, and the 
vertical line 1, the bottom line of day | 
the second tablet reads 261 mea- 


sures of wheat.—adapted from L. R. 
Palmer, Mycenaeans and Minoans, 
Faber and Faber Ltd., London, 1965 





by corrupt people who are interested in enriching themselves and keeping power but care 
little about the interests of those whom they rule. 

A country, like a household, determines how its resources are to be used, to increase its 
wealth and improve the lives of its citizens. Economic choices constantly arise. For example, 
how fast should Canadian mineral resources be developed and sold? Should Canada add 
to its income by selling water from the northern lakes to the United States? Can national 
wealth be increased by raising taxes to provide more free education? Should Canada pro- 
duce most of its own textiles, or import them from other countries? Should Canada buy 
cane from the Caribbean or grow sugar beets instead? Should urban transportation be pro- 
vided through rapid transit, or is it better to build expressways so that people can con- 
veniently drive their own cars down town? If a particular area of land is suitable for both 
industry and fruit-growing which is the better use? 

Some of these decisions are made deliberately by governments, which are elected by the 
votes of individual citizens to take decisions that citizens want and approve. The federal 
government decides whether butter producers should be subsidized, whether railways 
should provide passenger service and whether the tax system should be reformed. It decides 
how much of their income individuals should keep to meet their own needs, and how 
much should be taxed to pay for things that individuals cannot provide for themselves. It 
decides how tax money should be spent; is it more important this year to build new roads, 
expand hospitals or increase the army? Should an armed forces air base in a small province 
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be shut down to save tax money, or kept going because it provides employment in an area 
where there are not many other jobs available at present? It decides how far individuals 
and business firms should be permitted to do as they like: under what conditions should 
oil companies be allowed to build pipelines across the Arctic permafrost? Should banks or 
uranium mines be free to sell their assets to foreigners, or should they remain under 
Canadian control? 

It is the federal government which must decide whether water should be sold. Other 
levels of government decide how much free education should be provided, and choose 
between rapid transit and expressways. The question about developing mineral resources 
is decided mainly by mining companies on the basis of their own ability to produce and 
sell. Food companies have tried using Canadian-grown beets for sugar but at present 
Canada relies mainly on imported cane for sugar. On the textile question the Government 
discourages imports to some extent by imposing import taxes, but it is left to individual 
manufacturers to decide what textiles they can profitably make and sell. Clothing manu- 
facturers make whatever types and styles of garment they wish. On the question of land- 
use there is sometimes no policy decision. Where no official zoning plan has been enacted, 
individuals are free to try to buy up orchards and build factories on the land if they think 
it would be profitable to do so. 

Although they are broadly influenced by government policies, the particular ways in 
which the Canadian economy functions and develops are not consciously decided by any- 
one; they result from the interaction of millions of decisions made by individuals, businesses, 
community organizations and other groups who are not thinking about the economy as a 
whole, but are concerned primarily with their own immediate interests. A manufacturer 
decides to try making a certain new product. Consumers decide whether they want to buy 
the new product and if so, in what quantities. If a product does not sell, it will not be 
worth producing more of it and the manufacturer will have to switch to some other line. 
People marry, have children and need places to live; builders put up new houses and 
apartment buildings. New services are invented, like commuter trains, crop spraying or 
charge cards. They are tried out and if they find buyers they continue to be available. 

Although economists talk about buyers and sellers, or producers and consumers, it is 
important to remember that these are not separate groups but simply the same people 
acting in different capacities. The manufacturer of textiles is also a consumer of textiles, as 
well as a consumer of many other items. Every producer is a consumer. All people who 
work for a living and many others besides (such as housewives) are producers as well as 
consumers. Some economists have compared the economy to a giant vending machine: 
during working hours people are occupied inside the machine, making all kinds of goods 
and services. After they have finished their work they come round to the front of the 
machine in order to buy the goods and services that have been produced. 

The economy can also be seen as circular. At a given point of time a producer sells an 
article for a certain price. The money he receives is used to pay for his raw materials, the 
labour he employs, the rent for his factory, and perhaps the interest on his bank loan, if he 
needed one. His payments become the income of these factors of production: the suppliers 
of raw material, the workers, the owners of the factory and the banker. With their income 
these people are able to purchase the articles that were produced, the money they pay 


returns to the producer and the circle is complete. This kind of analysis is a useful first step 
in understanding how the economy is working at any particular point of time. 

Economics is the study of the way in which economies work. How do the decisions of 
individuals, business firms, and other groups fit together to make a pattern of economic 
development? What are the key relationships in this pattern? What influences people in 
making economic decisions? Why do some economies grow faster than others? What causes 
inflation and what can be done about it? Can unemployment be prevented? 

Economics is one of the “social sciences”. Like psychology, sociology, and anthropology, 
it deals with the behaviour of human beings. Psychology is concerned with how man 
thinks, learns, feels, and behaves; sociology and anthropology with how man behaves in 
groups; and economics with how man organizes the material aspects of his life. Economics 
deals with man as a maker and user. 

Economics is related to many other fields of study. No one can understand economics 
without a knowledge of geography, for natural resources and transportation routes affect 
the production and distribution of commodities. History and economics go hand in hand: 
for instance, you know that the feudal system of the Middle Ages was Belated to a very 
different type of agricultural production ‘from that which aii in developed countries 
today. Why do people want certain goods and cease to want others? A knowledge of 
psychology can help the economist to answer this question. Advances in engineering have 
had economic results, since the application of new kinds of energy (steam, electric, internal 
combustion, and nuclear) affects the location and the output of manufacturing industries. 
Mathematics is essential to any scientific activity —to economics for the calculation of 
averages, trends, and relationships. The language spoken and the method used in writing 
it may help or hinder trade. Canada, the United States, and Britain and other Common- 
wealth countries find it comparatively easy to exchange goods, since most business men 
in these nations can work in a common language—English—even when it is not their 
everyday tongue. As for the influence of writing methods, consider the problem of the 
ancient Egyptians, whose hieroglyphics took so long to master that few could learn to keep 
the records and accounts that are essential in large-scale trade. Or think of a Roman 
merchant trying to estimate the cost of MCDLVIII jars of olive oil at XLIX denarii a jar. 
Even so frivolous a topic as fashion has its place in economic studies: when cotton dresses 
became popular in the early nineteenth century, production of cotton in the southern United 
States was greatly increased. About the same time, men ceased wearing beaver hats and 
adopted tall silk hats, thus causing a crisis in the Canadian fur trade. Evidently, therefore, 
economics cannot be considered in a vacuum, but must take account of the whole range 
of human knowledge and experience. 

The scientific study of economics did not really begin until the nineteenth century. At 
first it was carried on by amateurs as an interesting sideline. It lacked the honoured position 
of such traditional scholarly specialties as religion, law, philosophy, Greek and Latin litera- 
ture, and mathematics. It lacked also the excitement and prestige of science, although 
economists, consciously or unconsciously, were influenced by its aims and methods. 

The sciences with most prestige in the nineteenth century were physics and chemistry. 
Discoveries made in the time of Newton (the seventeenth century ) were applied in industry 
and everyday life, so that even those with no knowledge of science could see its achieve- 
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ments. Railways, steamships, the telegraph, photography, the power-driven rotary printing 
press, and synthetic dyes changed conditions of life in the industrial countries and their 
colonies. There was a widespread feeling that science would before long solve all the 
remaining problems and puzzles of the universe. 


It is therefore not surprising that economists tried to pattern themselves on physicists 
and chemists. They wanted to establish rules and formulas for economics. Of course, they 
were not in a position to make experiments; they could hardly say to the flour millers: 
“Raise your prices five shillings per 100 lb. bag so that we can see how this affects wage 
rates in the iron and steel industry.” But they could observe the trend of wages, the 
changing volume of imports and exports, and the fluctuations in the prices of goods, land, 
and stocks and bonds. They tried to discover whether these things were related, and if so, 
whether they could find rules and formulas to explain the relationships. This is still the 
central aim of economics. The search for rules and formulas has turned out to be long 
and difficult, and it will probably never be completely successful. This is not surprising. 
A physicist can discover a formula such as “the kinetic energy of a moving object is one- 
half its mass multiplied by the square of its velocity,’ and an engineer can apply this 
knowledge when he is designing the brake system of a railway train. The formula will hold 
no matter what kind of brake system he is using, and the same formula will be applied 
whether the brakes are for a train, a plane, or a tractor. Because economics concerns human 
behaviour you cannot expect such cut-and-dried rules. People are obviously less predictable 
than machines; they behave as individuals, and they behave differently in different places 
and circumstances. Moreover, economies change. Formulas which might have explained 
the economic behaviour of prehistoric man living under primitive conditions will not fit the 
behaviour of multinational corporations. Perhaps the best that can be expected is a formula 
which says “other things being equal, a change of X in the magnitude of one economic 
variable (such as production, imports, income, prices or wages) will produce a change of 
Y in one of the other variables.” For the industrial countries, where economic statistics are 
readily available to show how all the economic variables have behaved in the past, it is 
usually possible to construct formulas of this kind, in which one can find a value for Y 
corresponding to each value of X. In fact it is possible to construct a series of such state- 
ments which will forecast rather accurately what will happen to an economy for two or 
three years ahead. But such formulas only describe the behaviour of the whole economy, 
or the average individual in it; they cannot be used to predict what will happen to par- 
ticular individuals, and so far they have not been used successfully to forecast economic 
developments over periods longer than a few years. 

In the nineteenth century the limits of economics as a science were less clearly under- 
stood, and some of the early economists wrote as though they were describing a mechanical 
apparatus of some kind, instead of the behaviour of living people. This tendency to consider 
human society as a machine annoyed many people, among them Thomas Carlyle, a Scotch 
philosopher who lived from 1795 to 1881, and who branded economics “the dismal science.” 
He was driven to despair by the heartless conclusions of most economists. One of them, 
Robert Malthus (1776-1834), developed a theory that high wages would lead to an 
increase in population, since workers would marry earlier and have more children. Children 
were employed in factories at an early age and could be paid less than adults. If there were 


plenty of children, manufacturers could lower wages and dismiss many adult workers. The 
working class would not get the necessary money for food. When enough people had 
starved to death, there would be a shortage of labour, and wages would go up. But then 
the whole cycle would start all over again. Another depressing theory of Malthus’ was that 
population tends to increase much faster than the food supply, but the surplus is peri- 
odically reduced by such disasters as war, epidemic disease, and famine. This sounded 
quite scientific, but—Carlyle was right—it also sounded dismal. 

Although the population problem is still causing great concern, modern economists, 
studying figures collected in the past hundred years, can be somewhat more optimistic than 
Malthus. They can produce evidence to show that high wages do not necessarily lead to a 
higher birth rate, and point out that workers with high wages buy more goods, thus 
creating more jobs for more workers. 

In arguing as he did, Malthus was assuming that the economy, like many systems in the 
physical universe, starting with the familiar see-saw, had a central tendency to equilibrium 
or balance. What did this mean? If one of the variables in the economic equilibrium should 
get out of line, it would automatically set in motion off-setting forces which would tend 
to bring about a new equilibrium. Thus in the example above if wages were too high, 
population would increase, but the increase in population would automatically cause wages 
to fall, and then the drop in wages (by causing starvation) would cause the population 
to decline again. The assumption was that wages would tend to move towards an equi- 
librium in which they would be just enough to support a population of appropriate size. 
Whenever the level of wages relative to the size of the population was disturbed, there 
would again be an automatic adjustment towards a natural balance. 

The theory of equilibrium, refined and extended, has remained basic to the study of 
economics. Since the Second World War, however, the pace of change in Canada as in the 
other industrial countries has speeded up enormously, and it has become more difficult to 
explain economic behaviour in terms of stable equilibrium. At the same time, economists 
have been turning their attention to the problems of poverty and stagnation in the “develop- 
ing” nations, and trying to discover how to bring about economic growth. Some economists 
have rejected the concept of equilibrium: for example, Gunnar Myrdal, who has written a 
great deal about economic development, argues that there is no tendency toward automatic 
self-stabilization in the social system. In his view the system is not moving by itself toward 
any sort of balance between forces, but instead is constantly moving away from such a 
situation. 

This controversy is only one example of the way in which economics has changed since 
the days of Malthus. New schools of thought have sprung up, new theories have come into 
fashion and out again as conditions have changed from one generation to another. The 
early economists were concerned about the nature of wealth and value, and the distribution 
of wealth in society. In the late ninetenth century the emphasis of classical economics 
shifted to utility. Individuals were seen as balancing the pleasure, or utility, of using, or 
consuming goods and services against the pain or disutility of producing them. It was 
assumed that human wants became less as they were satisfied (the second piece of pie 
gives less satisfaction than the first) and that utility, the happiness achieved through the 
satisfaction of wants, was measurable. The extra utility added by one last extra unit of the 


product in question (the last piece of pie eaten) was the marginal utility, which decreased 
as the total number of pieces consumed rose. In a state of equilibrium a consumer would 
spend his income in such a way that the marginal utility of each good or service purchased 
was proportional to its price. As long as the marginal utility of a particular product, such 
as blueberry pie, was more than proportional to the price paid for it, the consumer would 
buy more units of blueberry pie and less of other products, but as he bought more pie the 
marginal utility of each unit that he ate would decrease. If the marginal utility of blueberry 
pie was less than proportional to its price, the consumer would buy less pie and more units 
of other products, but as he bought less and less pie the marginal utility of each piece 
would become greater. This kind of approach to the measurement of economic behaviour 
was the basis of a great deal of economic theory in the late nineteenth and early twentieth 
centuries. 

After the Second World War came the new emphasis on growth and development. 
Aside from these major subjects of discussion, most economists over the past century have 
had views on many other subjects, such as business cycles, money, and the role of govern- 
ment in the economy. 

Economics is still a relatively new field of study, full of unsettled controversies and 
unsolved problems. It is a field in which a great deal of important work has still to be done. 


INTRODUCING ECONOMICS 


When we come to examine the more developed nations, 
we find an extraordinary variation in standards of living 
and types of economic activity. International co-operation 
could probably be improved if we had a clear explanation 
of how this has come about. 

Why is it that the countries of the world have developed 
in such different ways? Why are some countries rich, like 
the United States, and others poor, like India? Why is 
England an industrial country and France largely an agri- 
cultural one? How was it that Japan could jump suddenly 
from a feudal system to an advanced capitalist one at the 
end of the nineteenth century, while China is only now 
slowly and painfully industrializing? What is an under- 
developed country, why is it underdeveloped, and how can 
it progress beyond this condition? These are not easy ques- 
tions, but they are interesting and important ones. 


Economic factors 


Some of the factors which contribute to a country’s 
development are rather obvious. First there are natural 
factors, such as geography, climate, natural resources, and 
population, which are important in every country. 


GEOGRAPHY AND CLIMATE Geography has been hostile to 
economic development in Canada: constructing a railway 
to link east and west was a tremendous task, and, although 
there now seem to be too many railways, settlement is still 
largely confined to a hundred-mile strip along the southern 
border. In countries such as Tibet, geography has almost 
prevented settlement altogether. 

Tropical climates make it possible for people to live 
and to maintain large families relatively easily, since they 
can gather enough food to survive and no one needs much 
in the way of clothes or housing. Unfortunately, hot humid 
climates also encourage diseases such as sleeping sickness 
which reduce the energy needed for any sort of work. In 
desert regions too much time must be spent in looking for 
and conserving supplies of water. Arctic climates also re- 
quire the inhabitants to lead limited and carefully planned 
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Tibetans, refugees in Nepal (1959)— 


Why were the Tibetans unable to defend 
themselves against Chinese invasion? 


ce 


Research teams visit the Antarctic regularly, some- 
times staying for several years. They are not 
classed among the permanent residents, one of 
which is shown here. 


What techniques has man developed to en- 
able him to live in extreme climates? 





lives and severely restrict the range of possible occupations. 
Up to the present time, advanced industrial economies, 
such as those we are familiar with in North America and 
Western Europe, have developed only in the temperate 
zones of the world. 


Natural resources are distributed 
throughout the world apparently at random. England has 
the coal and iron which made the industrial revolution 
possible. Among its extensive mineral riches, Canada has 
the world’s largest discovered reserves of uranium, nickel, 
and asbestos. The little countries of Jamaica and Surinam 
have been the world’s major sources of bauxite—the ore 
from which aluminum is made—but neither of them has 
enough available cheap electric power to process the 
bauxite and produce aluminum. Because it had this power, 
Canada imported the bauxite and became one of the world’s 
largest producers of aluminum. The discovery of enormous 
reserves of oil in the Middle Eastern countries, especially 
Kuwait, has radically changed life in these desert econo- 
mies. People from countries with the skills, money, and 
materials to develop these resources have moved in; this 
has affected not only the economy but the political climate 
as well. Other countries, like Austria, are short of minerals, 
but have valuable forest resources from which can be 
developed lumber, pulp and paper, and synthetic textile 
industries. Still other countries have limited resources but 
are particularly suited to the growing of certain crops: 
cloves in Tanzania, tea in Ceylon, sugar in Cuba, and cocoa 
in Ghana. And there are many countries in the world with 
no known resources, or at least none worth exploiting at 
present. Some of the developing countries of Africa and 
Asia are in this group, but so are older countries like Italy 
and Greece. If Italy had had more natural resources on 
which to base economic development its people might not 
have turned to fascism in the 1920's. 


One of the most crucial elements of economic 
development is population. It is known that Antarctica has 
extensive mineral resources, but there are no permanent 
settlements there; hence the continent remains undeveloped. 
A less extreme example is the Peace River district in western 
Canada, which can probably support a good deal of eco- 
nomic development as soon as there is enough population. 
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But a large population does not necessarily mean that 
there will be economic growth in a country; in fact, too 
much population may be more dangerous than too little. 
Ceylon is an example of this: the population is growing 
rapidly but production and sales of the chief export—tea— 
are not enough to support the increasing numbers, and 
Ceylon has had to introduce rationing of food and clothes. 
The standard of living in Ceylon has been falling and the 
economy has been standing still. 

Nor is development encouraged by a static population— 
one which is neither growing or declining but in which just 
enough children are born to replace the parents and keep 
the population at the same level. A country with a static 
population has little room for flexibility and change. If a 
new industry is developed, it can attract workers only by 
taking them away from other industries which are already 
in existence. If people are to be moved from one industry 
to another they must be retrained, and perhaps actually 
moved from their communities. Meanwhile, there will not 
be enough workers to man the machines in the original 
industries; some of the plants will be idle, and output and 
profits will fall. Both new and old industries will undergo 
rather painful adjustments. If the population in the country 
is growing, however, a new industry can draw much of its 
staff from those who have finished school and are looking 
for full-time jobs. 

It seems, then, that if a country is to develop economically 
it should have a population which is neither too small nor 
too large: one which is growing, but not faster than the 
country’s industry. This turns out to be rather an exacting 
requirement for economic growth and development. Most 
of the underdeveloped countries do not meet this require- 
ment. As a rule, their populations are too large for their 
resources and industry, and their numbers are increasing so 
rapidly that new jobs cannot be created fast enough. Over- 
population or the threat of it is one of the most serious of 
today’s economic problems, not only for the developing 
countries but for the world as a whole. 

Besides being the right size, a country’s population should 
be as healthy and well educated as possible. The age dis- 
tribution of the population is important too: there should 
be more people of working age (say 20-65) than there are 
children and old people who cannot work and must be 
supported by those who are working. 
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United States 


THE POPULATION 
Canada, Australia EXPLOSION 


Latin America 


Europe 





Africa 
USSR India China 










year Japan rest of Asia 


2000 7.5 billion 





1968 3.4 billion 





1930 2.0 billion 





1830 1.0 billion 








A projection of population growth by areas—On 
the graph below, the solid lines are actual figures; 
the dotted lines are projections. 


How do the birth rate curves differ in the 
advanced and the less developed countries? 
How do the death rates differ ? 


Whatis the relationship between the diagram 
at the top and the graph? 
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Use of animal power to supplement man’s physical 
strength and the discovery of the wheel were two 
early technical advances leading to the growth of 
civilization. 


Up-to-date information on Canada’s program of 
aid to developing countries may be obtained from 
the information office of the Canadian International 
Development Agency (CIDA) in Ottawa. 


The Development Association Committee of the 
Organization for Economic Co-operation and 
Development (OECD) publishes reports on the 
development activities of member countries. The 
reports are quite frank and critical. They may be 
purchased through the Queen’s Printer. 


Investigate and discuss one aid program in 
which Canada participates. 


TECHNOLOGY Supposing a country has a labour force and 
natural resources, what else does it need in order to develop 
its economy? First, it must have technical knowledge, some- 
times called “know-how.” The wheel and the steam engine 
are outstanding examples of basic inventions that have 
transformed economic life, but the whole process of scien- 
tific and technical discovery has been closely reflected in 
economic progress. In most of the advanced economies, 
technical knowledge is at roughly the same level: inven- 
tions do not remain secret for long, since engineers travel 
and share ideas, and reports in technical journals are 
translated into many languages. In the underdeveloped 
countries, however, there is often a serious lack of technical 
knowledge, usually because there is not enough money to 
provide adequate education. Under the Colombo Plan, 
sponsored by the Commonwealth, some of the industrial 
members, including Canada, are supplying technical ex- 
perts who teach modern methods of farming, fishing, and 
processing of raw materials to people in the developing 
countries of Southeast Asia. Thus they are helping these 
countries raise their levels of production. 


PLANT AND EQUIPMENT Knowledge of a certain process, 
such as the production of frozen fish sticks, is, of course, not 
enough in itself. Plant, machinery, and other equipment 
with which to carry out the technical process are required. 
As long as a man must catch, clean, and preserve his own 
fish for sale, his output will be limited by the amount of 
time and energy he has, and there will be no way he can 
increase it. If a large trawler is available with a freezing 
plant on board, the combined output of those working on 
the vessel will be far larger than the sum of what each man 
could produce by himself. 

It is the existence of plant, machinery, and equipment 
(built with technical knowledge) which largely determines 
the growth potential of an economy. This is why Russia’s 
early Five Year Plans stressed building up industrial capa- 
city rather than providing consumer goods such as clothes 
and toasters. The Russian leaders constantly told their 
people to do without luxuries until heavy industry was 
sufficiently developed; when that was accomplished, they 
said, it would be possible to turn out products which would 
make life more comfortable for ordinary people. The result 
was that Russia became industrialized with surprising speed, 


12 The scope of economics 











PEPE Ebel eels 


CANADIAN TECHNICAL AID 


Tus ACCRA TECHNICAL TRAINING CENTRE was 
ESTABLISHED JOINTLY BY THE GOVERNMENTS OF 


CANADA 4» GHANA 


IN FURTHERANCE OF THE BONDS OF FRIENDSHIP 
EXISTING BETWEEN THE TWO COUNTRIES 


JULY 1966 





The Accra Technical Institute in the capital city of Ghana— 
Canadian aid supplied much of the teaching equipment for the 
Institute. In the early stages most of the teachers at the 
advanced technical school were Canadians. One of their 
responsibilities was to train qualified instructors to replace 
them. A street near the Institute is named after the Province 
of Saskatchewan. 





The Akosombo power station on the Volta River north of 
Accra— It produced the first hydraulic power in August 1965, 
and reached a capacity of 420 megawatts by the middle of 
1966. The design leaves space for later addition of two 
generators to increase the maximum capacity. The project also 
includes a 470-mile transmission loop supplying fifteen sub- 
stations over a wide area of the country. Both power plant 
and transmission system are publicly owned and operated by 
the Volta River Authority. 


—photos by R. H. Hillery and F. A. Perttula (Ontario Hydro) 


Why is the type of aid illustrated here preferable to 
direct shipments of food and other goods? 











lranian trainees at a class in the town of Dezful, about ten 
miles from the Dez power plant— Iranian high school graduates 
with a working knowledge of English were selected and given 
instruction in the operation of the power plant by experienced 
employees of a large Canadian power system. 





Powerhouse on the Niger River, north of Lagos— At the right 
of the powerhouse structure can be seen space left for installing 
additional generators as the country’s power needs grow. At 
maximum water levels the reservoir created upstream of the 
dam has an area of 480 square miles and a length of 85 miles. 
It is estimated that this lake will produce 10,000 tons of edible 
fish annually, after establishment of an organized fishing in- 
dustry. This will greatly increase the production of protein, 
which is generally in short supply in most African countries. 
Locks and short canals associated with the project and control 
of the water flow will make the river an economical transport 
route. 


The plant and transmission system is owned and operated by 
the Niger Dam Authority, an agency of the Nigerian govern- 
ment. Under an agreement with the Canadian International 
Development Agency, the Authority receives technical aid from 
Canada. CIDA, in turn, has contracted with a publicly owned 
Canadian power utility to supply personnel to assist in com- 
missioning the Niger Dams power system and to train Nigerian 
operating and maintenance groups. 








Trouble in Anguilla— 


How would a prospective investor feel 
about this? 


considering that most of the population was still engaged 
in a simple form of agriculture at the time of the revolution 
in 1917. 


savincs In a primitive agricultural economy each family 
grows its own food. This is usually a full-time job, and, 
moreover, everything that is produced is consumed by the 
family: there is nothing left over. As long as all the adults 
of the community are working in this way, it is never pos- 
sible to keep some of the men out of the fields to make 
improved farm implements which would increase produc- 
tion and so reduce the number of people needed to raise 
the food the community requires. Nor will it ever be possible 
to spare enough of the community’s time and resources to 
build a factory to produce farm machinery, which would 
release still more workers for activities other than farming 
and raise the whole level and variety of production. 

In a modern economy some part of the national income 
is not spent on consumption but is saved. The funds thus 
accumulated are lent, through banks and other financial 
institutions, to businessmen who will use them to finance 
the creation of new plants and equipment, which will in- 
crease future production. Thus part of the basis of economic 
growth is saving, which can take place only when there is 
a surplus of production over consumption. 


orieR racrors There are many other factors which con- 
tribute to growth. A very important one, not economic, is 
political stability. No businessman will plan to build a fac- 
tory, and no institution will be willing to lend him funds 
for this purpose if there is a general fear that the govern- 
ment may soon be overthrown and the enterprise either 
expropriated or destroyed. Even if violent revolution is not 
feared, funds for development will always tend to go to 
countries which are more rather than less stable. This is one 
reason why Canada has developed much farther than Latin 
American countries. 


The economic factors—geography and climate, natural 
resources, population, technology, equipment, and savings 
—apply to all economies, from the most primitive to the 
most advanced. For example, the equipment of a primitive 
fisherman is his boat and net; the equipment of an oil com- 
pany includes its refinery, laboratory, and storage tanks. 
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Types of economic organization 


[RADITIONAL ECONOMIES In primitive communities, such as 
those in which the North American Indians lived before 
the coming of the Europeans, no one worried much about 
economic organization. Men hunted, fished, and made war. 
Women planted and tended a few crops, looked after the 
children, mended the baskets, and made the clothes. Cer- 
tain individuals had special jobs, like canoe building. Canoe 
builders were usually chosen for their tasks because they 
were the sons of canoe builders. 

Such a system is called a traditional economy. There are 
very few decisions to make, and most of them are made 
just by having people continue to do what they have always 
done. Production is limited to the few things which the 
community needs: canoes, bows and arrows, tents, robes, 
and other essentials. The equipment used to make these is 
very simple and no one has to decide who will use what 
tool. Distribution and exchange are equally simple—if a 
family or a tribe do not make, catch, or find all they need 
to keep themselves alive, they may be able to trade, or 
barter, some surplus supplies for the things they lack. For 
instance, extra arrowheads may be traded for corn. 

In a way, it would be easy to live in a traditional economy 
(you would not even have to know how to read and write) 
but your life, though simple, might be “solitary, poore, nasty, 
brutish, and short.” A forest fire, flood, or drought could at 
any time destroy your tribe’s way of making a living. Some 
Eskimo communities, for example, starved to death when 
the caribou herds on which they depended for food and 
clothing shifted to new grazing grounds. While there are 
still many traditional economies in the world, they do not 
offer much prospect of security, comfort, or progress. 


COMMAND ECONOMies A command economy is one in which 
the king, or the dictator, or the junta, or some other central 
authority decides what everyone must do. Fascism and 
communism have produced modern versions of the com- 
mand economy. For example, if the Russian government 
decides that tractors are more important than private auto- 
mobiles, then the Russian economy will produce tractors 
and there will be a shortage of cars. This decision leads to 
a great number of other decisions, and in the end almost 
the whole economy must be controlled by the government. 
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“... during the time men live without a common 
Power to keep them all in awe, they are in that con- 
dition which is called Warre; and such a warre, as is 
of every man, against every man..../n such condi- 
tion, there is no place for Industry; because the 
fruit thereof is uncertain: and consequently no Cul- 
ture of the Earth; no Navigation, nor use of the 
commodities that may be imported by Sea; no 
commodious Building; no Instruments of moving, 
and removing, such things as require much force; 
no Knowledge of the face of the Earth; no account 
of Time; no Arts; no Letters; no Society; and which 
is worst of all, continuall fear, and danger of violent 
death: and the /ife of man, solitary, poore, nasty, 
brutish, and short.” 


— The Leviathan, 1, 13 (1651) 


While none of the classifications of economic 
systems can be found in pure and perfect form in 
any actual nation today, the economies of many 
areas of the world, especially in their large rural 
areas, are still run by tradition. Traditional econom- 
ies answer the basic economic questions by 
relying on the familiar customs of the past. Locate 
specific examples of traditional economies as they 
exist today. 


Thomas Hobbes, an early political philosopher, lived 
through the English Civil War of the seventeenth 
century. His experiences convinced him of the 
need for political stability. He believed that unless 
people lived in organized societies and conformed 
with their basic rules or laws, mankind would 
exist in a miserable “state of war.” 


Discuss Hobbes’ assumption that men were 
essentially greedy and competitive and that 
governments were invented to keep the 
strong from destroying the weak. 


Canada retained political democracy during the 
second world war. There was a general election 
in 1940 and another in 1945, shortly before the 
end of the war. In both elections the same govern- 
ment was re-elected, indicating that the people 
were more or less satisfied. Apparently, a command 
economy may (at least in a time of crisis) be 
combined with a democratic form of government. 


For more detail, see pages 50-51. 





—photo by R. H. Hillery (Ontario Hydro) 


Typical market in a Ghanaian village, not far from 
the site of the Akosombo power plant, which was 
built with Canadian technical assistance— 


What are the advantages and disadvantages 
of shopping in a real marketplace ? 


Canada’s economy came to be quite strictly controlled 
during the second world war. The Canadian government 
was anxious to turn out vast quantities of munitions and 
supplies for the war effort, and at the same time prevent 
inflation. Step by step it moved in the direction of a com- 
mand economy and only reversed this process after the war. 


MARKET ECONOMIES The third kind of economic organiza- 
tion is called a market economy; it is the one we are most 
familiar with. The word “market” came into economics at 
a time when most trading was done in the central market- 
place of the town, where farmers, shoemakers, weavers, 
potters, and other producers sold their goods. The modern 
distribution system by which goods and services are bought 
and sold is still called “the market,” even though today 
buyers and sellers may never come face to face. Much of 
the rest of this book will be concerned with various features 
of the market economy. 

A market economy, to put it simply, is one in which each 
individual decides for himself what kind of work he will do 
—what he will produce. Then he sells his products or his 
services to someone else for a price that is expressed in 
terms of money, and this provides him with an income. 
The price will depend on how much demand there is for a 
particular product or service and how much supply of it is 
available. Each individual will spend his money income 
on whatever goods and services he chooses to buy. 

A market economy comes into being only when the 
economy has advanced to the point where there is room 
for specialization and choice, so that people can develop 
different kinds of skills and can use them in different occu- 
pations. Instead of having to spend all his working days 
hunting and fishing to feed his family, a person can choose 
to become a bookbinder, or an engineer, or he can spend 
his time cutting other people’s hair. Any of these occupa- 
tions will bring him money; the amount he makes will 
depend on how much demand there is in the economy for 
his particular talents and training. 


Traditional economies have disappeared, except where 
very simple systems of government, usually tribal, still sur- 
vive. Command economies and market economies are the 
prevalent forms today and require more complex political 
organization. 
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DEMOCRACY AND THE ECONOMY 


Canadians generally agree that a democracy must guarantee 
free speech, a free press, the rule of law, and the right to 
form political parties and other associations. The economic 
system may be capitalist, democratic socialist, or “mixed.” 


Capitalism 


Capitalism is the name commonly used to describe the kind 
of market economy with which Canadians are most familiar. 
It is a system based on free enterprise; that is, by and large 
people decide for themselves what occupations they will try 
to follow. They do not automatically step into their fathers’ 
shoes (although of course some people do), nor do they 
wait for the government to tell them whether they will be 
airline pilots or salesmen. 

Up to this point the traditional description of capitalism 
fits the Canadian economy well enough. But “pure” capi- 
talism has never been achieved in Canada, or anywhere 
else. In a theoretically perfect capitalist system the means 
of production (such as factories), distribution (such as 
railways), and exchange (such as money) would all be 
privately owned by individuals or firms who had decided 
to carry on these businesses because they thought they 
would be able to sell their products or their services for 
good prices and so make good profits. The individual busi- 
nessman in a pure capitalist economy would act entirely on 
his own initiative in deciding what and how much he would 
produce, when and how he would produce it, and what 
percentage of the profits he would put back into the busi- 
ness. He could do as he liked with these profits—spend 
them on food, clothing, or entertainment; give them to 
charity; invest them in real estate; or use them to expand 
his business so that he could make still more money. A 
business firm would act in the same way as an individual 
businessman. 

Obviously complete capitalism has never existed. For one 
thing, no civilized society, ancient or modern, has been able 
to do without some form of taxation, which takes away 
some of the profits of the private owners. Usually the 
owners approve of at least some of the uses to which the 
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“It is told that such are the aerodynamics and wing- 
loading of the bumblebee that, in principle, it 
cannot fly. It does, and the knowledge that it 
defies the august authority of /saac Newton and 
Orville Wright must keep the bee in constant fear 
of a crack-up..../f all this be true, and its 
standing in physics and entomology is perhaps not 
of the highest, life among the bumblebees must 
bear a remarkable resemblance to life in the United 
States in recent years. The present organization 
and management of the American economy are also 
in defiance of the rules—rules that derive their ulti- 
mate authority from men of such Newtonian stature 
as Bentham, Ricardo and Adam Smith. Neverthe- 
less it works, and in the years since World War //, 
quite brilliantly.” 

—J.K. Galbraith, American Capitalism (1952) 


“To replace the oppression of foreign imperialism 
and native feudalism with capitalism developed to 
a certain degree is not only an advance but also an 
unavoidable process. Such development is bene- 
ficial not only to the bourgeoisie but also, or even 
more, to the proletariat. Foreign imperialism and 
native feudalism are things unneeded in China 
today but native capitalism is not; on the contrary, 
there is too /ittle of it.” 


—Mao Tse-Tung (1945) 


Drawing showing a restoration of the exterior of tax money is put—armies and navies for defence or roads 
the Parthenon— for the improvement of trade are likely to benefit business- 
men. In our own economy a good many necessary activities 
are not profitable, such as certain railway lines which pro- 
vide the only link with small settlements but never have 
enough passengers or freight to pay for themselves. These 
have to be subsidized with money obtained from profitable 
activities, or they must be taken over by the government. 

Although capitalism in undiluted form is non-existent, the 
term is useful to describe an economic system in which by 
far the greater part of the property and business is in 
private hands. The owners make business decisions on their 
own initiative and there is comparatively little interference 
Facade of the temple of Pallas Athene on the with their desire to make and use profits. 


Acropolis of Athens, built in the fifth century B.C. : : af), 346 
Ree Past eT ACL tT RET ERIC Even with this modified definition, we find tremendous 


sculptures, it is 228 feet long and 101 feet wide. | Variety in the types of capitalism that have appeared 
The columns are tapered and grooved. through the ages. One can study capitalist enterprises in 
the times of the Greeks and Romans, or even the Egyptians. 
The magnificent Parthenon of Athens was built by a num- 
ber of private companies, some of them so small that one 
firm—a master with a few slaves or hired workers—would 
get a contract to carve a single column. 

We can trace the development of modern capitalism back 
to the rise of industries in the cities of the Middle Ages, 
which grew as the feudal system declined. With industrial 
development, banks, insurance companies, and shipping 
firms also grew. The age of the great geographic discoveries 
provided increased opportunities for initiative and profits. 
At the same time, national states emerged in western Europe 
to replace the quarrelsome feudal kingdoms. This ensured 
peace within the national frontiers: peace was good for 
business since less taxation was needed, and the process of 
buying, selling, and transporting goods was less likely to 
be interrupted. Unfortunately, though internal peace was 
eventually obtained (with occasional exceptions such as 
the English Civil War and the French wars of religion), 
international peace was another matter. The English, 
French, Dutch, and Spanish carried on a series of wars 
The English Navy vs the Spanish Armada (from an throughout the sixteenth and seventeenth centuries. When 
old painting)— The participants thought they were = there was no official war in progress, unofficial war by 
i ot Sacra rhea pose other —_ pirates disrupted shipping. These wars were fought over 

a Na eel a a cc Iseg TC ST CoaIgL I ea colonies and colonial trade. A continuation of the conflict 


the sea lanes, and the commerce of the western : ; ner 


tilist wars. New France. 
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MrerncANTILISM. As capitalism developed in Great Britain 
in the eighteenth century, a great debate broke out: the 
“mercantilists” against the “free traders.” On the one hand, 
powerful capitalists whose fortunes were involved in the 
West Indian sugar trade, the East India tea trade, the slave 
trade, and the shipping trade, wanted the government to 
prevent foreigners from trading with the British colonies 
which produced the goods in which they dealt and which 
bought the British manufactures their ships carried. If the 
foreigners could freely enter British and colonial ports they 
could “steal” British trade. Even war was preferable to 
allowing this competition. Since the British planters of the 
West Indies controlled a large part of the corrupt British 
Parliament, with its “rotten” and “pocket” boroughs, they 
could impose their wishes on the government. They could 
even make the government prevent other British citizens 
from starting new companies. 

Their policy was a form of mercantilism, the accepted 
economic theory of the French, Dutch, and British empires 
in the seventeenth century. According to this theory, a state 
should actively discourage imports and promote exports so 
as to increase the amount of gold and silver within the 
country. Colonies were eagerly sought because they could 
supply the mother country with raw materials which would 
otherwise have to be obtained—for gold—from foreigners. 

The system began to break down under the strain of 
frequent wars. While it did contribute to the growth of the 
British Empire, mercantilism was a major factor in the 
events that led to the American Revolution. The American 
resentment of the British Parliament’s habit of levying taxes 
on the colonies for war expenses and restricting their free- 
dom of trade led to the Stamp Act riots, smuggling, the 
Boston Tea Party, and the Declaration of Independence. 
The strongest opponents of the mercantilist traders were the 
owners of the growing manufacturing industries, whether 
in England or the colonies. They challenged the ruling 
mercantilist class and soon received powerful support. 


LAISSEZ FAIRE In 1776, the very year of the Declaration of 
Independence, a Scotch professor, Adam Smith, published 
The Wealth of Nations, which was not only a devastating 
attack on mercantilism, but a description of capitalist theory 
which is still frequently quoted. It remains the greatest 
work available on the theory of free-enterprise capitalism. 
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This advertisement appeared in a Charleston news- 
paper of 1766. One of the dealers, Henry Laurens, 
was later President of the Continental Congress. 


TO BE SOLD,.on board the 

Ship Bance: Yland, on tuefday the 6th 

of May next, at Afley-Ferry ; a choice 
cargo of about 250 fine heakhiy 


NEGROES, 


juft arrived from the 

Windward & Rice Coatft. 

—-The utmoft care has 

already been taken, and 
fhall be continued, to keep them tree from 
the leaft danger of being infeéted with the 
SMALL-POX, no boat having been on 
board, and all other communication with 
people from Charles-Town prevented. 

duftin, Laurens, & Appleby. 


NB. Full one Half of the above Negroes have had the 
SM ALL-POX in ther own Country... 





Spain was extremely successful in acquiring gold 
and silver from its colonies in central and South 
America, where rich mines had been opened by 
earlier Indian civilizations. Unlike the English, 
French, and Dutch, they failed to use the profits 
from their colonial enterprise to build up business 
and industry at home. They spent their gold and 
silver on foodstuffs, manufactured products, and 
luxuries—all imported. When gold and silver mines 
were exhausted, Spain collapsed economically and 
has never really recovered. 


Mercantile traders The English shipowners often owned 
plantationsinthe colonies. They traded in sugar, rum, tobacco, 
slaves, fish, tin, spices, and silk and muslin from the Far East 


Manufacturers The English manufacturers, located in the 
Midlands of England, traded in iron and steel products, 
factory-made cottons, woollens, leather goods, glassware, 
pottery, and furniture. 


Before the Reform Bill of 1832, the mercantilist 
West Country of England dominated the English 
Parliament, while the laissez-faire industrial Mid- 
lands were under-represented. 


“Every individual necessarily labors to render the 
annual revenue of the society as great as he can. 
He generally, indeed, neither intends to promote 
the public interest, nor knows how much he is 
promoting it. By preferring the support of domestic 
to that of foreign industry, he intends only his own 
security; and by directing that industry in such a 
manner as its produce may be of greatest value, he 
intends his own gain; and he is in this, as in 
many other cases, led by an invisible hand to 
promote an end which was no part of his in- 
tention. Nor is it always the worse for the society 
that it was no part of it. By pursuing his own 
interest he frequently promotes that of the society 
more effectually than when he really intends to 
promote it. | have never known much good done 
by those who affected to trade for the public good. 
It is an affectation, indeed, not very common 
among merchants, and very few words need be 
employed in dissuading them from it.” 


—Adam Smith, The Wealth of Nations (1776) 
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The repeal of the corn laws—The medal illustrates 
the views of the Anti-Corn-Law League. 


“Free enterprise” is a modern term—in the eighteenth 
century people used the French expression, laissez faire, 
which means in effect “leave things alone.” This is the 
theme of The Wealth of Nations, and the cornerstone of 
capitalism. According to this theory, business and trade 
should be left to govern themselves. 

The laissez-faire economists believed that prices of goods 
and services should be determined by free competition. 
They were strongly opposed to monopolies, which were pro- 
moted by the mercantilists. A monopoly exists when there 
is only one supplier of a particular commodity or service. 
An example is the monopoly of the tea trade with the 
American colonies which was granted to the East India 
Company by the British government just before the Ameri- 
can Revolution. This meant that the Company could charge 
high prices, since there would be no competition—if you 
wanted a pound of tea, there was only one supplier from 
whom it could be purchased, and he would charge as much 
as he thought he could get. New Englanders, who were 
fond of tea, but not of high prices, were enraged, and a band 
of agitators dumped a cargo of tea into Boston Harbour. 

Now, according to laissez-faire theory, if one firm intro- 
duces a new product or discovery which sells well and 
which is expected to make good profits, other companies 
will start up hoping to get in on a good thing. They will 
offer the same product at a somewhat lower price in order 
to attract customers. Therefore the first company will have 
to lower its price. Eventually a fair price will be established 
which will cover the costs of making the product, which 
the customers will be willing to pay, and which will provide 
a satisfactory profit for the various producers. According to 
laissez-faire theory, all this can be achieved without govern- 
ment interference: the adjustment will result automatically 
through competition. 

Another of Adam Smith’s arguments was that tariffs— 
taxes on goods entering a country—should be practically 
non-existent. Traders should be free to buy products where 
they are cheapest and sell goods where there is the best 
chance of making a profit. The monopoly restrictions of the 
mercantilists prevented this. British manufacturers pointed 
out that businessmen were not the only ones to suffer from 
trade restrictions and tariffs. High duties on imported grain 
raised the price of bread, which was the main food of the 
workers. As a result, the workers had to have higher wages 
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or they would starve. But if the manufacturer paid high 
wages, then profits would be reduced. The solution, it 
seemed, was to get rid of the tariffs and import cheaper 
foreign grain, so that a smaller wage could purchase more 
food. After all, starving workers are not very efficient. 
Government interference in the form of import taxes and 
restriction of free trade was handicapping business by mak- 
ing production more expensive, and causing hardship to 
the workers by raising the price of necessities. 


CAPITALISM TODAY Modern capitalism has altered its view 
of monopolies, which were so disliked by Adam Smith. In 
some cases competition can ruin all parties. An early ex- 
ample of this can be found in Canadian history. In the late 
eighteenth and early nineteenth century, the North West 
Company and the Hudson’s Bay Company were taking furs 
from the same territory. Each firm was trying to get as 
many pelts as possible; the valuable fur-bearing animals 
were in danger of being wiped out. Finally, in 1821, the 
two companies were amalgamated, establishing a monopoly 
in the northwest. This made it possible for a policy of 
conservation to be undertaken, assuring a continued supply 
of furs. 

Capitalist enterprise today seems to require a great deal 
of government activity, and consequently high taxes and 
various other restrictions. Compulsory basic education pro- 
vided by the state has helped business by turning out 
workers who are much more useful than illiterate peasants. 
Yet the cost of such education raises taxes. Businesses may 
demand a better water supply and improved harbours or 
airports. This means not only higher taxes, but probably 
also regulations about the location of factories and ware- 
houses. Adam Smith would be amazed at the amount of 
government “interference” which modern capitalism not 
only tolerates but demands. 


The main concern of this book is the Canadian economy, 
which grew up under capitalistic conditions. In various 
features of the Canadian system it is possible to find ex- 
amples of how Adam Smith’s ideas apply in the modern 
world. Before exploring these, however, it is reasonable to 
consider some other economic systems which have been 
suggested or tried in the years since economics emerged 
as a specialized area of study. 


Democracy and the economy 21 


Children in the coal mines— 


Why were they useful ? 
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—from Roberts, A Picture Book of British History 


Infrastructure Economists today speak of the infrastructure 
of a city, region, or nation, referring to such things as trans- 
portation, communication, and educational systems, and the 
supply of energy, water, and sanitation services. Inthose areas 
in which the infrastructure is weak, economic development 
is retarded. 





ON SOCIALISM 


“Socialism has come to mean government by 
socialists who have learned that socialism, as 
anciently understood, is impractical.” 

—J.K. Galbraith, The New /ndustrial State (1967) 


The author of the novels Animal Farm and 1984 
considered himself a socialist, but he wrote: 


“One sometimes gets the impression that the mere 
words “Socialism” and “Communism” draw to- 
wards them with magnetic force every fruit-juice 
drinker, nudist, sandal- wearer, sex-maniac, Quaker, 
‘Nature Cure’ quack, pacifist, and feminist in 
England. One day this summer / was riding through 
Letchworth when the bus stopped and two dread- 
ful-looking old men got on to it. They were both 
about sixty, both very short, pink, chubby, and both 
hatless. One of them was obscenely bald, the 
other had long grey hair bobbed in the Lloyd 
George style. They were dressed in pistachio- 
coloured shirts and khaki shorts into which their 
huge bottoms were crammed so tightly that you 
could study every dimple. Their appearance created 
a mild stir of horror on top of the bus. The man 
next to me, a commercial traveller | should say, 
glanced at me, at them, and back to me, and 
murmured “Socialists,” as we should say, “Red 
Indians.” He was probably right—the /.L.P. |/nde- 
pendent Labour Party] were holding their summer 
school at Letchworth. But the point is that to him, 
as an ordinary man, a crank meant a Socialist and 
a Socialist meant a crank. Any Socialist, he prob- 
ably felt, could be counted on to have some- 
thing eccentric about him.” 


“And all the while everyone who uses his brain 
knows that Socialism, as a world-system and 
wholeheartedly applied, is a way out. It would at 
least ensure our getting enough to eat, even if it 
deprived us of everything else. Indeed, from one 
point of view, Socialism is such elementary com- 
mon sense that | am sometimes amazed that it has 
not established itself already. The world is a raft 
sailing through space with, potentially, plenty of 
provisions for everybody; the idea that we must 
all cooperate and see to it that everyone does his 
fair share of the work and gets his fair share of the 
provisions seems so blatantly obvious that one 
would say that no one could possibly fail to accept 
it unless he had some corrupt motive for clinging 
to the present system.” 


—George Orwell, The Road to Wigan Pier (1937) 


Socialism 


There are many different kinds of socialism, but most social- 
ists agree that where the means of production are privately 
owned (as in capitalism) economic activity is determined by 
“the profit motive.” They believe in “production for use and 
not for profit” and therefore in the social ownership of the 
means of production. But Sweden has had a “socialist” gov- 
ernment since 1932 without abolishing the prosperous firms 
producing automobiles, machinery, leather goods, and a 
variety of other commodities. Small businesses in Sweden 
receive a good deal of government encouragement. 
Perhaps socialism is even harder to define than capitalism. 
There is no one book setting forth authoritative principles. 
Instead, numerous groups, particularly in the nineteenth 
century, used the word to describe their aims. Often these 


groups disagreed bitterly. 


As a result of the horrible 
conditions accompanying the growth of the factory system 
—-slums, crime, child labour, wages so low that workers could 
not support their families—certain people in the nineteenth 
century came to believe that the only solution was to rise 
in armed revolt against the capitalist owners and the govern- 
ments which they dominated. When victory was won, then 
the means of production, distribution, and exchange would 
be owned by the state. There would be no more capitalist 
owners. Everyone would do work of some kind. The gov- 
ernment would be elected by the people, a controversial 
notion in that period. The people’s representatives would 
see that goods were produced and sold for no more than 
they cost, or sold at a moderate profit which the govern- 
ment would use to provide such services as education for 
the whole of society. There was much debate among the 
revolutionary socialists as to whether those who contributed 
more as a result of harder work or greater ability should 
have a higher standard of living. As a matter of fact, the 
revolutionary socialists spent more time quarrelling among 
themselves than plotting revolutions. 


THE REVOLUTIONARY SOCIALISTS 


THE UTOPIAN SOCIALISTS Another nineteenth-century socialist 
movement was more effective, at least for a time. Its most 
prominent leader was Robert Owen (1771-1858), a success- 
ful English cotton manufacturer. He turned the Scotch 
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town, New Lanark, where his mills were located, into a 
model community, providing good housing and sanitation, 
schools, and shops where goods were sold at reasonable 
prices. He introduced humane working conditions in his 
factories, would not employ children under twelve years of 
age, and limited the working day to ten and three-quarter 
hours. Crime and drunkenness practically disappeared from 
the community, which attracted national and international 
attention. 

Owen began to dream of extending his ideas to all 
industries. He had come to believe that money should be 
abolished, that towns and cities should be replaced by small 
industrial villages, and that full employment should be 
guaranteed at all times. Although he had numerous sup- 
porters, his efforts to change the industrial system were 
frustrated. Losing hope of achieving his aims in Britain, he 
bought land in the wilds of Indiana, intending to set up a 
model self-supporting community. But New Harmony, as 
the colony was called, collapsed in three years, and the 
experiment cost Owen most of his fortune. He returned to 
England, and spent the rest of his life working for causes 
such as trade unionism, the co-operative movement, and 
educational reform. 

Owen and his followers were called “Utopians’—from 
a Greek word meaning “nowhere’—because their ideas 
appeared completely impractical to most people. The failure 
of New Harmony, and other communities set up by Owen’s 
followers, seemed to confirm this judgment. 


CHRISTIAN SOCIALISM A number of prominent Englishmen 
of the nineteenth century came to have a fundamental dis- 
like of capitalist laissez-faire theory on the ground that it 
encouraged human wickedness. Men like the Reverend 
Charles Kingsley said that the idea of competition was 
contrary to Christianity, and that any system which toler- 
ated ignorance, poverty, filth, preventable disease, and 
oppression was morally wrong. Now it must be remem- 
bered that most of the capitalist economists and business- 
men in nineteenth-century England were also Christians of 
strict religious principles. They argued that if the capitalist 
system were allowed to function without government inter- 
ference, competition would automatically result in the best 
possible distribution of the national wealth. Of course, they 
admitted, there would be inequality, since individuals were 
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English boys in the kitchen of the “commune” 
which they have established—They are not working 
for money, but for the benefit of the group to 
which they belong. Will they be living in their 
“commune” when they are thirty-five ? 

















Members of a religious farming community—The 
Amish try to be as self-sufficient as possible, and 
do without automobiles, electricity, and telephones. 
They practise a form of guild socialism, although 
they would disapprove of the term, since they keep 
aloof from politics. 


Erich Fromm, in The Sane Society, chapter 8, 
describes the ‘‘communities of work” which have 
been voluntarily established in France and several 
other countries of Western Europe. They operate 
farms and factories along guild socialist lines. 


born with different abilities. The Christian socialists were 
not particularly interested in economic theory, however, 
and retorted that capitalist beliefs promoted individual 
selfishness. Their opponents replied that people are natu- 
rally interested in themselves and that the best system is 
one which uses this self-interest intelligently. Clearly, the 
argument involves two different views of human nature; it 
is a question that cannot be settled by a study of economics. 

The Christian socialists were not the only people to try 
to do something about human misery in their day, but their 
sensational speeches and books helped to promote private 
charity and public welfare legislation to reduce injustice 


and hardship. 


GUILD SOCIALISM A small group of Frenchmen in the nine- 
teenth century developed what they called “syndicalism,” 
a plan for “industrial democracy.” Later, English theorists 
adapted the idea, and called it guild socialism, harking 
back to the medieval guilds in which masters (owners), 
journeymen (workers), and apprentices (learners) were 
organized in each industry. Guild socialists said that man- 
agers and workers of a firm should own the firm jointly; 
they should decide among themselves what to produce and 
what to do with the money they made. 

Industrial democracy of this kind has actually been tried 
in some instances, occasionally with success. But it is hard 
to imagine such a system working in all industries. It might 
be helpful if the engineers on the staff of an automobile 
company could decide among themselves how to improve 
the safety of their product, but would it be a good thing if 
the secretaries in the office were able to vote on the design 
of engines and transmissions? 

Though they may have been impractical, the guild 
socialists were hoping to extend democracy. However, the 
basic idea that there should be an organization which would 
include all the people involved in a given industry had a 
strong influence on the development of both communism 
and fascism. Neither of these systems, of course, is demo- 
cratic as we understand the word. 


DEMOCRATIC SOCIALISM Sweden is one of a number of 
western European countries which have or have had govern- 
ments of the normal democratic type run by parties calling 
themselves democratic socialists. Great Britain’s Labour 
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Party has been in office several times. Australia and New 
Zealand have been governed by freely elected parties with 
socialist principles. 

What have the democratic socialists done in these coun- 
tries? They have emphasized welfare legislation—pensions, 
health care, unemployment insurance. They have stressed 
economic planning: businessmen or farmers may be told 
what or how much they should produce in order to supply 
the nation’s needs, or to avoid an unsaleable surplus. 
(Capitalism would leave such decisions to the individuals 
or firms concerned.) Public utilities like railways, telephone 
systems, and power companies, and often other industries, 
are owned and operated by the government. Some basic 
industries may be nationalized: for instance, the Labour 
Government which came to power in Britain in 1945 took 
over the coal industry, which was vital to the British 
economy. Of course, the previous owners were paid for 
their shares when the changeover took place. 

Some social democrats believe that more and more of the 
economy should be in government hands. Others say that, 
as long as the government can control business by such 
devices as regulating prices, production, trade, banking, 
and investment, private ownership and profits can be 
allowed and to some extent actively encouraged. 


The mixed economy 


In modern capitalism and modern democratic socialism, 
there are large areas of agreement. Those who say “T be- 
lieve in capitalism” and those who say “I believe in demo- 
cratic socialism” agree that: 


—governments should be chosen by free elections; 
—state activity in certain fields is necessary; 
—education should be provided for everyone; 
—individual welfare should be promoted. 


Many differences are matters of degree, particularly on the 
question of how much state activity, ownership, or control 
is desirable. At the present time, political parties in the 
democratic countries seem to be moving closer together and 
accepting compromises. This does not mean that differences 
will cease to exist—they are inevitable—and, anyway, dis- 
agreement is essential to democracy. 
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—photo by HW 


Temporary wheat storage bins on the prairies—In 
the late 1960’s most farmers’ granaries were full 
of unsold wheat. Many farmers felt that the 
government and the Wheat Board were not doing 
their job. 


Should farmers be allowed to sell their own 
wheat? 


What problems might they encounter ? 
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Plan of the Montreal Airport Authority for the 
future operation of Dorval and Ste. Scholastique 
airports-Revenues will come from landing fees, 
space rental, parking, and other charges. The idea 
is that the people who use the airports should pay 
for running them instead of relying on government 
subsidies. 


Should this principle be extended to 
other public services? 





A new term, the “mixed economy,” has been coined to 
describe the partly capitalist, partly socialist systems evolv- 
ing in the western democracies in the mid-twentieth 
century. Canada is really a mixed economy which is mainly 
capitalistic. Sweden is a mixed economy which leans to- 
wards socialism. In both countries, economic issues are 
decided as they come along, rather than on the basis of 
fixed theories. Should Canadian banks be nationalized? 
Should Air Canada be sold to a private company? Should 
farmers be told to produce less wheat and more hogs? 
Should garbage be collected by private contractors? Should 
Canadians stop producing textiles? Should the government 
compel automobile manufacturers to produce cars that will 
withstand salt corrosion? Questions like these require a 
great deal of thought. As long as there is free thought and 
free argument, democracy is in no danger, since economic 
decisions will be taken in response to recognized needs. 

The biggest disagreement between capitalism and social- 
ism is about the process of economic change. Capitalists 
hold that changes or adjustments should occur automati- 
cally, as a result of free competition among individuals or 
firms. Socialists prefer that changes in the economy—in 
prices, wages, production, and investment—take place 
according to an overall plan. 


You may think that communism, which is hostile to private 
property, is related to socialism, and that fascism, which 
retains private property, is related to capitalism. That is 
right, in a way. But communism assumes that the economy 
ought to work automatically, just as capitalism does, while 
socialists and fascists agree that the economy should be 
planned. A brief study of the two totalitarian economic 
systems may help to clear up the confusion. 
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TOTALITARIANISM AND THE ECONOMY 


A totalitarian state is one in which the government does 
not permit any opposition. Thus there is only one political 
party. The press and other means of communication are 
strictly censored so as to eliminate criticism of the govern- 
ment. Citizens’ organizations (including unions) are either 
banned or taken over by the ruling party, and even reli- 
gious freedom is restricted, since the people are expected 
to put the interests of the state ahead of the claims of 
conscience. Political theorists often make a distinction be- 
tween “totalitarianism of the right” (for example, fascism 
and nazism) and “totalitarianism of the left” (by which 
they mean the various forms of communism). 

_ Right-wing totalitarian governments are found today— 
in Spain and Portugal for instance—but the dictatorships 
established by Hitler in Germany and Mussolini in Italy 
are still the most useful examples to study. 


Fascism and Nazism 


FASCISM IN ITALY The so-called “corporate state” was 
developed by Mussolini. He was the head of the govern- 
ment, the economy, and the Fascist Party. How did he gain 
control in Italy and how well did he succeed in carrying 
out his blueprint for a totalitarian state? 

After the war of 1914-18, Italy experienced severe 
hardships, although it had been on the victorious Allied 
side. Territories to which it laid claim were not granted to 
it in the peace treaty. The country was impoverished. Over- 
population, combined with exhaustion of soil fertility in 
some areas, led to a shortage of food. Emigration had been 
heavy before the war, especially to the United States; now 
the United States began reducing the number of immigrants 
it would accept. There was serious labour unrest in Italian 
industry, some of it fomented by communist or revolu- 
tionary socialist leaders. Strikers and riots caused alarm, 
especially among the upper and middle classes. All this 
occurred shortly after the Russian Revolution, which had 
started in much the same way. 

Mussolini’s Fascist Party promised suppression of the 
revolutionary elements, and strong, positive leadership to 


27 





Mussolini was anxious to persuade people that he 
was very handsome. Since he was bald, he always 
wore a hat in public. Since he was very short, he 
arranged to be photographed from below, so that 
he would look tall and heroic. 
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THE CORPORATE STATE —- ITALY, 1938 





THE FASCIST PARTY 


headed by 
Mussolini 


Fascist Grand Council 
26 men, including the cabinet 
ministers, chosen by 
Mussolini 


National Council 
of the Fascist Party 
leading Fascists, including 
officials of the provincial 
Fascist Parties—all appointed 
by the 
Fascist Grand Council 


local Fascist Parties 
with officials appointed 
by the 
provincial leaders 


individual members 
carried out orders 
from above 





THE ECONOMY 


headed by 
Mussolini 






















Minister of Corporations 
chosen 
by 
Mussolini 


National Council 
of Corporations 
representatives from 
each of the 


22 Category Corporations 
one for each industry— 
representatives of employers’ 
and employees’ groups, plus 
Fascist Party agents 
(In each Category Corporation, 
decisions as to wages, working 
conditions, prices, quotas, and 
types of goods or services 
were controlled by the 
Fascist Party agents. 

The employers’ and workers’ 
representatives were 
responsible for carrying 
out the decisions.) 


THE GOVERNMENT 
King (no power) 


Prime Minister 
Mussolini 


Cabinet 
chosen 
by 
Mussolini 


Chamber of Fasces 
and Corporations 
chosen by 


Mussolini 
500 from the 
National Council of the 
Fascist Party 
150 from the National 
Council of Corporations— 
had no power; could 
debate but decisions 
were not binding on 
Mussolini 








Note that there were no elections 
—the parliament abolished itself 
on Mussolini's orders in 1938. 


The king had one right which Mussolini never expected him to use. Find out what the king did in 1943 to bring 


about the end of the Fascist regime. 
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restore Italy’s prestige in the world. His original followers 
wore uniforms (black shirts, breeches, and boots), prac- 
tised military discipline, and professed absolute obedience 
to Il Duce (The Leader). “Action squads” of Fascist thugs 
broke up meetings of political opponents. Support came 
from those who feared that more moderate parties could 
not prevent a revolution in which all private property might 
be confiscated. The Fascists began to make gains in 
elections. 

The Fascist Party never won a majority of seats in a free 
election. But in 1922, when great political confusion pre- 
vailed, the Fascists staged a “March on Rome’ and the king, 
Victor Emmanuel m1, asked Mussolini to take over as prime 
minister. The parliament, in which the Fascists held only 
one-tenth of the seats, voted full power to Mussclini 
for one year, apparently hoping that he would carry out 
his promise to restore order. Before the next election he 
changed the system of representation, brought about legis- 
lation favourable to owners of property and_ industry, 
promised such reforms as low-cost housing, and attracted 
much more general support. 

The election of 1924 gave Mussolini a majority of the 
votes and full power. From this time on, he proceeded 
by stages to change the political and economic system 
of Italy: political parties other than the Fascist Party were 
abolished, free trade unions were crushed, and freedom of 
speech and the press ceased to exist. The Fascist Party 
dominated government and business, while the Party in 
turn was dominated by II Duce. Its motto was “Mussolini 
is always right.” The privilege of party membership was 
allowed to only a few. Italy had become a totalitarian state. 

Although the fascist system seems highly organized, in 
practice it was a shambles: inefficiency and corruption 
prevailed at every level. Theoretically, each member was 
dedicated to the service of the state, setting aside selfish 
considerations in his absolute devotion to Il Duce. In fact, 
officials took bribes from people or groups who were 
anxious to obtain favours or escape restrictions imposed by 
law. Influential party members who were directors of pri- 
vate companies could get government contracts, or see that 
competitors were driven out of business. And, in spite of 
the reduction in unemployment as a result of preparations 
for war, the mass of the people continued to live in poverty, 
since wage rates remained very low. 
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Slogans seem to thrive in totalitarian movements. 
One Fascist motto was: “Believe—Obey—Fight.” 


Italy experienced a remarkable economic recovery 
following the second world war. 


Investigate the reasons for this ‘‘economic 
miracle.” 





a 





A Nazi meeting in 1938—After this beginning, the 
audience was subjected to a three-hour speech by 
Hitler. 


Hermann Goring, a remarkably stout and well-fed 
man, urged the Germans to sacrifice for the war 
effort. “Guns—not butter,”’ he said. 


Another Nazi motto was: “World conquest or ruin.” 


NAZISM IN GERMANY The Nazi movement in Germany 
imitated Italian fascism: Hitler preached the same mili- 
taristic and aggressive doctrines, and shocked the world by 
his race-hatred and persecution of minorities. As in Italy, 
distress following the first world war was acute. The Ger- 
man people suffered both unemployment and inflation in 
the 1920s, and many of them had no confidence in the 
republican government which had replaced the monarchy. 
Loss of territory in Europe and overseas was resented 
bitterly, while the impossibly large reparations debt owed 
to the Allies under the Treaty of Versailles hampered re- 
covery of the defeated country. When Hitler promised 
revenge and conquest, he appealed to the emotions of a 
desperate and humiliated people who were prepared to 
give up freedom in return for promises of glory and eco- 
nomic security. 

From the Italian Fascists Hitler copied the use of uni- 
forms for party members, the parades and demonstrations, 
the chanted slogans, the bullying and terrorizing of oppo- 
nents. He even copied Mussolini's titlke—Der Fiihrer also 
means “The Leader.” Like Mussolini, Hitler was able to 
take advantage of a period of political confusion to estab- 
lish himself as dictator and suppress all other parties by 
law. The Nazis never attempted to duplicate the complex 
economic structure of Italy’s “corporate state,” but they 
controlled business and industry just as severely. They were 
more successful in building up a military machine. To start 
with, Germany had more natural resources and German 
industry had a long tradition of excellence. Moreover, the 
Nazis were able to exploit an efficient educational system 
which had been developed in the nineteenth century. 

A peculiar feature of German economic policy under the 
Nazis was the return to the methods of mercantilism. Since 
the Nazis were preparing to expand the frontiers of their 
country by force, they did not want to depend on goods 
brought from overseas. They tried to make Germany self- 
sufficient, and cut down imports as far as they could. But 
some essential goods, such as oil and grain, could not be 
produced in sufficient quantity within Germany. So the 
Nazis negotiated trade agreements with some nearby coun- 
tries which were too weak to resist the German pressure. 
In this manner Germany acquired oil from Romania and 
foodstuffs from Hungary, sending in return trainloads of 
typewriters, sewing machines, and harmonicas—far more 
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than its “trading partners” could dispose of. The eastern 
European states were treated like the colonies of the 
eighteenth-century mercantilist powers: they were made to 
act as dumping grounds for surplus manufactured products, 
and at the same time as sources of essential raw materials. 
Within Germany, although full employment was re- 
established, the population had to do without luxuries and 
even ordinary comforts. As in Fascist Italy, there was a 
good deal of corruption. Leading Nazis, like Hermann 
Goring, lived in luxury, while most people had to be 
satisfied with synthetic coffee and sausages made out of 
sawdust. 


Why were Fascist and Nazi governments tolerated? A 
partial but important answer is that preparations for war 
gave employment to millions previously unable to find work. 
State propaganda persuaded the people that they were on 
the brink of world conquest, and held out a hope of future 
riches when victory was won. The experiment in democracy 
which followed the fist world war had been frustrated by 
world depression. The citizens (especially the younger 
ones) were led to believe that democracy was feeble and 
inefficient. Fascism developed only in countries where the 
people, rightly or wrongly, felt a national grievance and 
lost hope of remedying it through peaceful and democratic 
means. 


Communism 


Although the word “communist” may be defined in many 
different ways, today most people associate the term with 
the rulers of Russia, China, and their respective satellite 
countries, who claim to be disciples of the nineteenth- 
century author of The Communist Manifesto. Karl Marx 
was a well-educated German, of Jewish ancestry but Chris- 
tian family, who settled in England after the unsuccessful 
German revolution of 1848. In his youth he was an idealistic 
reformer with a profound interest in history and philosophy. 
He hoped to support himself in England by journalism, but 
he and his family endured severe poverty, which was com- 
plicated by his wife’s lack of ability in housekeeping. 
Frequent illnesses in the family embittered him and made 
his criticisms of the prevailing economic system more 
violent than they might have been had he enjoyed security 
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Totalitarian movements sometimes arise in demo- 
cratic countries. Why? These rather ineffectual- 
looking men were followers of a small Fascist 
movement led by Oswald Mosley in Britian in the 
1930's. Mosley’s young sister-in-law (Jessica 
Mitford), when asked by her sister to join The 
British Union of Fascists, said, “Shouldn't think of 
it. | hate the beastly Fascists. If you’re going to 
be one, I’m going to be a Communist, so there.” 
(She did not carry out her threat, but became a 
famous author. She wrote two best-sellers, The 
American Way of Death and The Trial of Dr. Spock.) 


“You may remember that in 1851, the New York 
Herald Tribune, under the sponsorship of Horace 
Greeley, included as its London correspondent an 
obscure journalist by the name of Karl Marx. 


We are told that the foreign correspondent, Marx, 
stone broke and with a family ill and under- 
nourished, constantly appealed to Greeley and 
managing editor Charles Dana for an increase in 
his munificent salary of $5 per installment, a 
salary which he and Engels labelled as the 
‘lousiest petty bourgeois cheating.” 


But when all his financial appeals were refused, 
Marx looked around for other means of livelihood 
and fame, and eventually terminated his relation- 
ship with the Tribune and devoted his talents full 
time to the cause that would bequeath to the 
world the seeds of Leninism, Stalinism, revolution, 
and the Cold War. 


If only this capitalistic New York newspaper had 
treated him more kindly, if only Marx had remained 
a foreign correspondent, history might have been 
different, and | hope all publishers will bear this 
lesson in mind the next time they receive a poverty- 
stricken appeal for a small increase in the expense 
account from an obscure newspaperman.~ 


—John F. Kennedy (1961) 





Efforts by the USSR and China to spread their 
respective versions of Marxist teachings are aimed 
at the poverty-stricken masses in Africa, Asia, and 
Latin America. 


What success have they had so far? 


and comfort. The emotional quality of his style has undoubt- 
edly contributed to his influence on his many followers, to 
whom his massive work Das Kapital is as authoritative as 
the Bible is to Christians. 

Few Communists have actually read this difficult book, 
and fewer understand it. For one thing it contains important 
contradictions which a dedicated Communist tries to explain 
away. The most obvious criticism to be made today is that 
Marx was making predictions based on his explanation of 
nineteenth-century economic conditions. And many of his 
predictions have been wildly wrong. For instance, Marx 
thought that the first country to become communist would 
probably be England, and the last—Russia! Like many 
leading nineteenth-century figures, his interests were almost 
entirely limited to industrial Europe. He did not seriously 
contemplate the spread of his ideas to Asia, Africa, or the 
western hemisphere. However, Marx, though impatient of 
criticism, was not wedded to his own ideas as his followers 
have been; he once said “I am not a Marxist.” In later 
editions of his work he revised some of his original 
predictions. For all his peculiarities, he was one of the 
outstanding scholars of his day and made a permanent 
contribution to the study of history and economics. 

Marx developed and popularized the theory that all 
history can be explained by an analysis of economic rela- 
tionships. Most western historians agree that he overdid 
this idea, but they find that it does help to explain past 
developments. Today no historian can neglect the study of 
economic influences on history. 

The most important economic factor, in Marx’s opinion, 
was the ownership of the means of production. In the early 
Middle Ages, land was the basis of wealth, and society was 
almost entirely agricultural. The nobles owned the land: 
thus nobles dominated society and government. But later a 
new group arose to challenge the nobles—the rich mer- 
chants of the growing cities, the bourgeoisie. They owned 
new means of production: textile workshops, breweries, 
shipyards, and forges. They wanted changes in law and 
government, since the feudal system hampered their pro- 
gress. Laws made for a land-owning nobility ignored 
their needs. A struggle developed, in the course of which 
feudalism was replaced by a new form of society domi- 
nated by the cities, and what Marx called the “bourgeois 
capitalists.” Strong national states simultaneously developed 
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to serve the interests of the bourgeoisie. When a city was 
endangered by the forces of the nobles, the townsmen 
appealed to the king for aid. Kings, who were also harassed 
by the strong nobles, were glad to ally themselves with the 
merchants in mutual defence. In Marx’s opinion, this pro- 
cess was bound to go on everywhere, although the rate of 
change varied from country to country. In his day, Russia 
was still partly feudalistic—still in the Middle Ages, in spite 
of railways, steam power, and some industrial cities. In 
England, feudalism had disappeared by the fifteenth century. 

Now Marx looked to the future. He said that wherever 
one class dominated the means of production, as the bour- 
geoisie did in western Europe, there would inevitably arise 
a competing group determined to secure its share of the 
total wealth. He believed that the industrial workers—the 
proletariat—who owned nothing, and could therefore sell 
nothing except their own labour, were exploited by the 
capitalists. The masses were being kept down to a miser- 
ably low standard of living, which was certain to go even 
lower in time. Yet they were, by their labour, creating the 
wealth, or “surplus value” which the capitalists kept for 
themselves. Sooner or later the proletariat would revolt. 
This revolution would occur first wherever capitalist in- 
dustry was most thoroughly established and the misery 
therefore greatest. After the revolution, the workers would 
establish a “dictatorship of the proletariat” in which all 
property and production would be controlled by the state. 

Up to this point, Marx’s thinking was like that of the 
extreme revolutionary socialists. However, the dictatorship 
was to be a temporary arrangement. The communist slogan 
is: “To each according to his need, from each according to 
his ability.” Eventually “the state would wither away”: each 
factory would be run by its workers; all products would be 
shared. Therefore no government would be needed to pro- 
tect individuals from exploitation. When all countries had 
had their revolutions, a world economy would replace na- 
tional states. The human race would live happily ever after. 

Marx did not spend much time in describing the perfect 
communist society: his main interest was in proving that 
the revolution was inevitable because of the nature of the 
capitalist system. But in the twentieth century his main 
interpreter, Lenin (who became one of the leaders of the 
Russian Revolution), was often questioned about the future 
of communism. He was asked some obvious questions, for 
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The primitive production techniques of former days 
are maintained under a Communist government. 





Threshing in China— 


Contrast this with a modern combine 
operation. 


These paintings by Soviet artists glorify Lenin. 
While he was a competent orator, he in fact spent 
most of his time talking with party strategists and 
intellectuals, and writing detailed expositions of 
communist theory. 





Lenin expounds communism to some peasants. 





Lenin addresses a rally of Red Army soldiers in 1920. 


example: What will happen if people can simply go to a 
community warehouse and take all the clothes, food, furni- 
ture, sports equipment, and so on that they need or want? 
Will there not be an immediate shortage of the necessities 
of life? Lenin’s answer was that under communism people 
would be so virtuous, co-operative, and sensible that no one 
would want to take more than he really needed. But who 
is going to produce the goods? Why should anyone do any 
work if there is no need to earn money? Lenin replied that 
everyone would be full of brotherly love and self-respect, 
so that he would want to make whatever contribution he 
could to society. If a man had a talent for medicine, he 
would become a doctor; if he had a talent for driving a 
tractor, he would work on a farm; if he were born with 
low intelligence, he would be happy to do a simple routine 
task. There would be no snobbery ‘or striving for status in 
a communist world. Then the questioners wanted to know 
how the state could “wither away.” A police force would 
always be necessary and there would have to be a state to 
provide it. Lenin disagreed: the motives for crime would 
disappear, since there would be no poverty. Some crimes, 
it is true, were committed by people who were mentally 
unbalanced, but they could be dealt with in a common- 
sense way by the citizens. If a pyromaniac set fire to a 
house, the people in the neighbourhood would get together 
to discover the offender, and would decide on the proper 
thing to do with him. 

Perhaps you do not find Lenin’s vision attractive, and 
probably you can see many reasons for considering it im- 
practical, but it is easy to understand how it could appeal 
to vast numbers of people. Even today, there are millions 
who, though willing to work hard, find themselves living in 
poverty and fear. If you had spent your working life in 
China, you would have suffered from frequent foreign and 
civil wars, as well as oppression by war lords and corrupt 
governments: you might easily be inspired by the com- 
munist dream. 

In fairness to Lenin, it should be noted that he was not 
just a dreamer. Once he was in power, he started Russia 
on the road to industrialization. He came to realize that 
the transition to a communist economy would have to be 
gradual. He was one of the first to appreciate the impor- 
tance of electricity, not only as a means of modernizing 
production but also as a means of uniting a nation. 
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It would be wrong to assume that most of those who live 
under Communist Party governments resent their totali- 
tarian masters. All the propaganda, all the brutality in the 
world, will not keep a government in power if the majority 
of citizens come to hate it. In any communist state, some 
of the inhabitants are bound to be enthusiastic Communists; 
many more passively accept dictatorship. 

The reasons for this acceptance vary from country to 
country. Most communist states have never experienced 
stable democratic governments. In eastern Europe after 
the first world war, experiments in democracy soon col- 
lapsed, having been frustrated by problems similar to 
those in Germany and Italy. Czechoslovakia, which became 
independent in 1920, enjoyed a respectable democratic 
government and a fairly high standard of living. However, 
the Czechs felt betrayed by the western democracies when 
France and Great Britain allowed Hitler to take part of 
the country in 1938, and later to annex the rest. They 
believed that if France had honoured its long-standing 
promise to protect Czechoslovakia, then the USSR would 
also have come to its aid. Certainly Russian propaganda 
encouraged this idea. It may well be that many Czechs still 
feel that they were betrayed by the West in 1938. 

China and Cuba are also examples of countries in which 
communism has been encouraged because of popular hos- 
tility toward certain western nations. The Chinese say that 
their trade was controlled by foreigners for more than one 
hundred years. The Cubans blame certain large American 
firms for supporting a series of corrupt Cuban dictatorships. 
The West is paying today for distrust created in past gener- 
ations. The Russians themselves remember vividly that in 
1918 and 1919 several countries, including Britain, France, 
and the United States, sent troops to Russian soil in support 
of Tsarist (or “White”) forces fighting the Communist-led 
“Reds.” 


COMMUNISM IN THE UssR TODAY Pure communism is still 
regarded as a goal, not a reality, in so-called “communist” 
countries, because the state has not “withered away’—far 
from it. The citizens are told that any inconvenience or even 
oppression is merely temporary. They are expected to work 
hard and refrain from criticism of the government, which 
is made up of the people best qualified to bring about true 
communism in time. The USSR, for instance, is supposed 
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Prague, August 1968—The USSR and some of its 
satellite states moved troops into Czechoslovakia 
to halt the trend to greater economic and political 
freedom which the government of Czechoslovakia 
had not only permitted but encouraged. Very little 
bloodshed occurred, but the leaders of reform were 
squeezed out of office. In spite of the repressive 
measures which were restored by the new govern- 
ment, the people continued to manifest their desire 
for freedom and independence. 





October 1962—Soviet ships carried missiles to 
Cuba to stock Russian-built launching sites aimed 


at the United States. Strong statements by the 
American President, and a_ hastily-organized 
blockade, induced the Russians to withdraw from 
this exercise in brinkmanship. 
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HOW THE SOVIET UNION IS CONTROLLED 


THE COMMUNIST PARTY 


First Secretary 


















Presidium 
“collective leadership” 


Committee 


“election” 
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Central Executive 
Committee 


“election” 


All-Party Congress 





“election” 


local units in factories 
farms, army, offices, 
universities, etc. 


Komsomols (youth) 


Young Pioneers (most 
elementary school children) 





(Stalin and Khrushchev 
held both jobs at once.) 





THE GOVERNMENT 












Presidium 





Council of Ministers 
(department heads — key 
members also in Presidium) 


Supreme 
Court 











President of 
USSR 


Presidium of 
Supreme Soviet 
(drafts bills; 
routine duties) 













“election” 





Supreme Soviet 
Council of the Union and 
Council of Nationalities 
(legislature — passes bills) 









provincial 
governments 


voters 
(18 years of age and over) 








This looks fairly democratic—but : 


—Only those who get the word from above 
run for office. 

—Any member of the Party who is critical is 
expelled by the Central Committee. 

—The pressure of Party work is so great that 
many members become “‘drop-outs.” 
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—No name goes on a ballot without party 
approval. 

—"Write-in” votes are allowed but have never 
elected a candidate. 

—Who knows whether the ballot-counting is 
honest ? 



















THE ECONOMY 


Each factory, farm, and 
business is headed 
by a “‘troika’— 







(1) manager 
(2) union representative 
(3) party representative 


They receive orders from 
the government department 
responsible for their 
enterprise. They send 

back information and 
advice. The party member 
on the troika makes sure 
that the “right” 
attitude prevails. 





Unions do not 

bargain for better wages 

or conditions and have 

no right to strike. They 

do have some useful 

functions: 

—arrange recreation plans 

—make suggestions for 
efficiency 

—contain party “‘cells”’ 
which keep the party 
in touch with public 
opinion and adjust 
some grievances before 
revolt occurs 


to have passed through the “dictatorship of the proletariat” 
which Marx said would follow the Revolution, and to have 
reached an intermediate stage of socialism. But what evi- 
dence is there that the present rulers of Russia are sincerely 
trying to abolish their own power? 

The Communist Party is a small, highly disciplined group 
to which only about .03 per cent of the population belongs. 
Most of the members do not take part in developing party 
policy—they carry out orders. The Presidium of the party 
is the real government of the USSR; it is not, strictly 
speaking, a dictatorship, since no one man has supreme 
power, as Mussolini had in Italy. Serious arguments do take 
place, and compromises and concessions are involved in 
decisions that are made. Members who disagree with the 
majority may be expelled from office, as in the case of the 
former Secretary, Nikita Khrushchev, but it is many years 
since a deposed member has been executed. Under the rule 
of the late Josef Stalin, a dictator of the type of Mussolini 
or Hitler, even members of the inner circle of the party 
were in constant fear of their lives. 

The Russian constitution is surprisingly democratic, on 
paper. There are regular elections for what correspond to 
our federal and provincial legislatures. However, the Com- 
munist Party selects the candidates, and there is only one 
candidate for each position. All the voter can do is to mark 
“no” on his ballot if he disagrees. There are no opposition 
parties to watch the counting of the ballots. Perhaps the 
figures announced are correct, or perhaps they have been 
“adjusted.” In any case, the official statements regularly 
show that the number of “no” votes is a fraction of 1 per 
cent of the total. 

The executive branch of the government, the Council of 
Ministers, is elected by the Supreme Soviet, or parliament. 
But since candidates for the Supreme Soviet are selected 
by the Communist Party, it is obvious that the Party con- 
trols the appointment of the ministers. The ministers are 
responsible for foreign affairs, defence, the police, and of 
course for the administration of the complex economic plan 
which controls resources, production, distribution, prices, 
and finance. 

The economy of the USSR is not really communistic 
in any “ideal” sense, any more than the government. In 
theory, the soviets (councils) of workers were to govern 
their own industries, and soviets of peasants were to look 
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On elections in the USSR— 


“You know,” he went on, “it’s in- 
teresting how the mechanical side of an 
election sometimes affects the political 
side. I was in Russia in 1958 as chair- 
man of a delegation that the State De- 
partment sent over to observe the Rus- 
sian elections, and it was fascinating. 
They have beautiful voting booths in 
Russia. They’re about twice the size of 
the American booths. They’re provided 
with a little table, a chair, and a vase 
of flowers. And if you want to use the 
booth, you can. But you get a ballot 
that is preprinted, with just one name 
on it—the winner’s, The only way you 
can vote negatively is to take the ballot 
into that booth and cross the name off. 
You cannot write another candidate in. 
So, of course, ninety-nine per cent of 
the people don’t go into the booth. 
They just take the ballot from the 
table and drop it into the box. Because 
if you go into the booth, it means one 
of two things—either youre going to 
vote against the official candidate of 
the, quote, All-Soviet Bloc of the Com- 
munist Party and Non-Party People, 
close quote, or you just want to smell 
the flowers. And it’s an expensive 
smell. So, you see, the booth is the con- 
trol mechanism!” 


—from an article by W. Whitworth (profile of Richard M. 
Scammon), The New Yorker, Sept. 20, 1969; © The New 


Yorker Magazine, !nc. 





The generator floor of a hydro-electric plant in the 
Soviet Union— The photograph is taken through 
a light bulb, for artistic and symbolic effect. The 
Russian Five Year Plans have stressed major 
developments such as power plants, railways, and 
steel mills. 


Some aspects of the Soviet economy are “highly 
capitalized” (like the power plants). But in other 
fields there is a degree of hand labour which seems 
strange to Western people. 


What do you think about this scene ? 





after agricultural production and distribution. In fact, the 
economic decisions are made by central or regional govern- 
ments. Almost all industrial production is carried out in 
state-owned factories, and the greater part of the agricul- 
tural land is organized into state farms (directly. under the 
government) and collective farms. The collective farms are 
strangely like the manors of medieval Europe: the farm 
workers must labour in the fields of the collective for a 
certain number of hours per week, but they may also raise 
vegetables and livestock for sale on their own. Production 
has not improved on the land as it has in the factories. 
Foodstuffs are often in short supply, and prices tend to be 
high. Several crises in agriculture have occurred in recent 
years, and there is widespread dissatisfaction among the 
farm population. Partly for this reason, Canada has been 
able to sell large quantities of wheat to the USSR, even 
though the Ukraine was once known as “the bread basket 
of Europe.” 

Contrary to Marxist theory, Russian industry makes con- 
siderable use of the “profit motive” to increase production. 
Workers are normally paid on a piecework basis—the more 
you produce, the more you get paid. This system is followed 
in some “capitalistic” industries: it has merits, but it may 
lead to careless workmanship. Nevertheless, the Russians 
go so far as to give medals to workers whose output is 
abnormally high. They award the title “Stakhanovite” to 
such heroes, in honour of a coal miner, Alexei Stakhanov, 
who developed an efficient team of three miners which 
could cut more than 102 tons of coal in one shift. Russians 
are proud that in their system a coal miner can become a 
national hero, and a rich man into the bargain. Some 
Stakhanovites have been able to triple or quadruple their 
wages. However, the shoddy character of consumers’ goods 
available in the USSR indicates that production techniques 
in some industries leave much to be desired. 

The highly centralized control exercised in the Russian 
economy has had some advantages. Since 1928, the govern- 
ment has undertaken a series of Five Year Plans. Goals 
are set, detailed plans are made, and the resources of the 
nation are directed to the achievement of certain specific 
aims. Although the objectives are not often reached, the 
economy does move ahead. But, under the rule of Stalin, 
the Five Year Plans had certain hazards. Then, if a manager 
of a factory failed to show the output specified by the plan, 
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whether because of shortage of materials or for some other 
reason, he might be accused of being an enemy agent and 
be shot or sent to Siberia. 

On the whole, the Five Year Plans seem to have helped 
to increase production in Russia. A further advantage of 
the Soviet system is its power to decree where industries 
can be located, and to direct the flow of resources according 
to national priorities. It can command people to move into 
new areas and build cities and transportation facilities for 
them. Thus employment is created, and resources which 
might otherwise be neglected are developed. However, if 
you were an engineer in Kharkov, you might resent being 
under official pressure to leave your friends and relatives to 
go and work in an undesirable place such as the copper 
excavations in the tundra at Dzhezkazgan, even if it meant 
that you would have a better job. 


It may be hard to believe that citizens of totalitarian 
countries accept the idea that the state should dictate to 
workers where they should live, to artists what they should 
paint, or to poets, playwrights, and novelists what they may 
publish. But many people are content with a totalitarian 
way of life. They may find it a nuisance to make decisions 
for themselves. They may never have lived under conditions 
of political freedom, and may not even know that freedom 
is possible. They may have been persuaded by constant 
propaganda that they enjoy better conditions of life than 
any other nation. They may be told that foreigners are 
plotting to attack them, and that any criticism of the gov- 
ernment will endanger the safety of the state. Or they may 
quite sincerely believe that to extend their own system will 
bring about universal happiness. 
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Everybody loves a parade. Chinese girls in festival 
dress are shown here honouring their glorious 
leader’—Chairman Mao Tse-Tung. 
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—from an 1830 newspaper, The Looking Glass 


Does the satire apply today ? 


40 


CANADIAN DEMOCRACY AND THE FEDERAL SYSTEM 


Many of the differences among political systems are based 
on disagreement about the part which government should 
play in the economic life of a nation. In the later chapters 
on Canada’s mixed economy we shall be considering how 
far our government influences or controls economic acti- 
vities. But first we must answer the important question: 
Who controls the government and how? In a democracy, the 
citizens can effectively decide by whom they shall be 
governed and what the general policies of their government 
shall be. Canada has a democratic government which, like 
those of other members of the Commonwealth such as 
Australia and New Zealand, follows the British pattern. 

This kind of government was not set up from a blueprint, 
as in the case of Fascist Italy and the Soviet Union (and of 
some different democratic systems like those of France and 
the United States), but developed slowly over a period of 
many centuries. It rests on fundamental principles regarding 
the rights of the individual and the rule of law. It is repre- 
sentative government, in which the government answers to 
the voters, who elect the members of Parliament. It is 
responsible government—a technical term which is often 
misunderstood. 


RESPONSIBLE GOVERNMENT How does responsible govern- 
ment operate in Canada? Elections for the federal Parlia- 
ment must take place at intervals of five years or less. 
After an election, the Governor General (the Queen’s 
representative) asks the leader of the party with the most 
seats to be prime minister. Normally he accepts (although 
if his party lacks a clear majority in the House of Commons 
he may decide not to do so) and chooses a number of his 
followers to be cabinet ministers. All but a very few cabinet 
ministers become heads of government departments. There 
is a minister of finance, a minister of defence, a minister of 
industry, trade and commerce, and about twenty others. 
These ministers have two jobs—one, to take responsibility 
for their departments, and the other, to be members of 
Parliament, answerable to the voters who elected them. 
When the Prime Minister meets the House of Commons 
for the first time in any session, he presents an outline of 
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If an election results in a victory for the government 
in power, it simply continues in office. If it is 
clearly defeated, the Prime Minister goes to the 
Governor General and resigns his office. Theoretic- 
ally, the Governor General may ask a Prime 
Minister to resign, but this has never happened in 
Canada. 


A former Canadian Prime Minister, after an 
election— 


‘Walter! Keith! Tom!’ 


—cartoon by Reidford; reprinted with permission, 
The Globe and Mail Limited 


L. B. Pearson was Prime Minister in a minority 
government elected in 1963. He was persuaded 
by his closest advisers to call an election in 
November 1965, in the hope of achieving a 
majority. But it resulted in a House that was almost 
exactly the same as the previous one—another 
minority government. The cartoon shows Pearson’s 
reaction the day after the election. 


Canada has had two coalition governments: those 
of Robert Borden (between 1917 and 1920) and 
Arthur Meighen (1920 to 1921). Both Prime 
Ministers were Conservative but had some Liberals 
in their Cabinets. There have been several minority 
governments since Confederation. The most recent 
examples are those of John Diefenbaker (Conserva- 
tive) from 1957 to 1958 and again from 1962 to 
1963, and Lester Pearson (Liberal) from 1963 to 
1968. The 1950’s and 1960's saw an unusually 
large number of federal elections resulting in: 


1953 majority government (Liberal) 
1957 minority government (Conservative) 
1958 majority government (Conservative) 
1962 minority government (Conservative) 
1963 minority government (Liberal) 
1965 minority government (Liberal) 
1968 majority government (Liberal) 





his government’s proposed legislation to the House. The 
fact that the Governor General reads this outline in the 
Speech from the Throne is just a matter of form: the Speech 
is prepared by the Prime Minister. The debate which fol- 
lows the Speech is crucial for the Prime Minister. If a 
majority of the Members of Parliament vote against the 
Prime Minister's proposals it is clear that Parliament lacks 
confidence in him and his Cabinet. Several things may then 
happen. The most likely alternatives are that the Prime 
Minister will advise the Governor General to dissolve Par- 
liament and call another general election, or that the Prime 
Minister will resign so that the Governor General can call 
on someone else (probably the Leader of the Opposition) 
to select a Cabinet and try to get a majority of M.P.’s to 
back it. 

Whatever happens, one thing is certain—no government 
(prime minister and cabinet) can remain in office unless it 
has the approval of a majority in the House of Commons. 
This is the meaning of the term “responsible government.” 
A vote of lack of confidence can take place, not only on the 
Throne Speech, but on any important measure introduced 
by the Government. If the government party has a clear 
majority of members in Parliament, there is little fear of its 
being defeated by a vote in the House. Sometimes, how- 
ever, an election results in a House of Commons in which 
no one party has over 50 per cent of the seats. This may 
produce a minority government which could easily be de- 
feated by a vote of non-confidence. Upsets can also occur 
when there is a coalition government, which means that the 
Cabinet is made up of members from more than one party, 
since shifts of opinion are more likely to take place. 

A prime minister has certain ways of disciplining his 
followers so that they will not break away from him and 
vote against his government’s measures. He always has the 
right to ask the Governor General to call an immediate 
election. Members of Parliament find elections physically 
and financially exhausting, and do not wish to fight them 
oftener than is necessary. Thus, the Prime Minister can keep 
his supporters in line. However, an M.P., unless he is plan- 
ning to retire, probably has one question at the back of his 
mind: “How can I be sure of winning the next election?” 
If he does anything to make himself unpopular with the 
voters of his own constituency, he may lose his seat. Con- 
sequently, he will usually try to do what he thinks the 
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voters will like. The Prime Minister knows this, and he and 
his Cabinet also try not to offend the voters, because, of 
course, they would like to remain in power. Therefore, even 
between elections, public opinion influences the government. 


PUBLIC OPINION Since public opinion really governs Can- 
ada, it should be intelligent and well informed. Too often, 
however, public opinion reflects apathy and ignorance, 
conditions which have frequently led to totalitarian dic- 
tatorships in periods of political or economic confusion and 
crisis. Canada has survived a number of critical situations 
mainly through luck. It has neither been invaded by an 
enemy nor has it been on the losing side in a war during 
its history as a confederated nation. It has never suffered 
national bankruptcy. It has been generously protected by 
Britain and the United States, in spite of occasional dis- 
agreements with these powers. Whatever its difficulties may 
be, Canada is still one of the most fortunate countries in 
the world, and should be in a position to solve its internal 
problems by open and reasonable debate. 

Only if public opinion functions actively and responsibly 
can good government be maintained at the federal, provin- 
cial, and municipal levels. When citizens understand the 
structure and operation of the government and the economy, 
and maintain an interest in national and international con- 
ditions and trends, more progress toward solving stubborn 
problems can be expected. 

At present, public opinion depends chiefly on the agencies 
of mass communication—television, radio, and newspapers. 
While the speed of modern communication brings issues 
immediately to the attention of the public, inevitably some 
issues are stressed and some neglected. Who decides how 
to present the issues? When you hear the day’s news pre- 
sented on different tv channels or radio stations, listen 
carefully and you will find that each gives you a slightly 
different picture of what has happened and why it is im- 
portant. How do you decide which one is right? If you find 
this difficult, or even impossible, how do you react to the 
opinions of rv commentators, newspaper columnists, edi- 


torial writers, and cartoonists? 


The responsible citizen does not simply accept what he 
is told but learns to recognize the bias, or point of view, in 
what he is hearing, before drawing any conclusions or form- 
ing any opinions. Such citizens can provide the kind of 
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Unbiaffed by Prejudice—Uninfluenced by Party, : 


Whofe Principle is Independence,—-whofe Obje&& is Truth, and the Diffemination 
of every Species of Knowledge that may conduce to the Happinels of Society, will 
be difpatched from London early on Sunday Morning, and delivered in every Part of 
Great Britain with the utmoft Expedition. 


The Orders with which Tue Onsenven may be honored, are requefied to be fent to the Printer, 


No. 169, STRAND, LONDON; 


OR TO 


Mr. MORTON, nea the Caflle, Brentford. 


Hard-sell, 1796—Like a modern newspaper, the 
poster extols independence, objectivity, wide 
coverage, and speed with the news. 


—drawing by Donald Reilly; ©1970, The New Yorker 
Magazine, Inc. 





“So much for my version of the news. And now 
over to my colleague for the same news but with a 
different set of biases, hangups, and axes to grind.” 


The New Brunswick Legislature and 
legislatures in each of the other two Mari- 
time provinces will receive the findings 
this year of the two-year study of Mari- 
time union. John Deutsch, special adviser 
to the inter-government commission which 
prepared the report, has broadly hinted 
that he believes a merger economically 
desirable. Statements “made recently by 
Veterans Affairs Minister Jean-Eudes 
Dube (Liberal MP for Restigouche) also 
indicate that a merger would be wel- 
comed in Ottawa. There are already indi- 
cations that the federal Government is be- 
ginning to think regionally in its support 
.for major capital projects, such as high- 
way development and health services. 

The three provinces are not expected to 
make any binding decisions on the issue 
when considering the study group’s recom- 
mendations this year. But their response 
to it may well shape the economic and po- 
litical direction of the region in years to 
come. 


—from The Globe and Mail, Jan. 16, 1970 


Economic problems in the three maritime 
provinces have led to proposals for Maritime 
Union. What savings in public expenditure 
would result if P.E.!I., N.B., and N.S. were 
combined into one province? Why have 
many people in those provinces opposed the 


idea? 


public opinion which makes a sound basis for democratic 
government. By writing to their elected representatives and 
to the newspapers, and by joining political parties and other 
groups concerned with public affairs, they can make their 
opinions known. It is both the right and the duty of the 
individual to find out what is happening, to criticize, and 
to organize for protest and reform when necessary. 


The federal system 


Democracies have various forms, some simple, some com- 
plicated, some more efficient, and some less so. Canada has 
a federal system of government which often seems to be 
both complicated and inefficient. The reason for dividing 
authority in Canada between the federal and the provincial 
governments is an historical one: the provinces existed 
before the nation, and it was the coming together of the 
four original provinces that we call Confederation. At the 
present time there are ten provinces. 

In any case, Canada requires a complicated government 
because it has a complicated geography. The needs and 
problems of Saskatchewan are different from those of New- 
foundland. Dividing some of the responsibilities of govern- 
ment among the ten provinces helps to concentrate attention 
on special local issues. 

Getting the provincial governments to work smoothly 
together with the central government in Ottawa has always 
been a difficult problem. One reason for this is the com- 
paratively large size of most Canadian provinces. In the 
United States, even Texas is small in relation to the country 
as a whole and, therefore, the federal government can 
dominate the states. In Canada, by contrast, two or three 
of the larger provinces can combine effectively against the 
federal government. No one seriously suggests eliminating 
federal-provincial conflicts by abolishing either the prov- 
inces or the central government. A democratic system of 
government can tolerate a certain amount of conflict and 
inefficiency and carry on in spite of it. 


THE DISTRIBUTION OF POWERS Whenever power is divided 
among a number of governments, it is difficult to decide 
how to allot the various responsibilities. When the British 
North America Act was originally drafted, it was obvious 
from the start that the federal government should take 
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charge of matters such as defence, currency, and tariffs. 
The provinces were given control over their natural re- 
sources and they also got jurisdiction over municipal affairs, 
so that they could grant or alter the charters of cities, towns, 
and villages as they saw fit. There was an argument over 
the allocation of responsibility for education, but in the 
end it was given to the provinces. Some matters had to be 
shared: for instance, the federal government was to look 
after roads and canals which served or affected more than 
one province, while public works of merely provincial in- 
terest came under provincial authority. 

The powers which were set out in the BNA Act were 
those which the statesmen of that time (the Fathers of 
Confederation ) saw as necessary for the kind of government 
they thought the country needed. No one then foresaw the 
growth of population, the rise of big cities, the expansion 
of industry, and the developments in technology which have 
altered the style of life since 1867. Nor could anyone predict 
that in Canada, as in all other modern, highly developed 
countries, government would be expected to assume 
increasingly wide responsibilities, including many which 
were simply not mentioned in the Bna Act. For example, 
no one dreamed that the coming of the automobile would 
require massive government expenditures for a sprawling 
network of highways and parking areas, and government 
regulation through complex traffic laws. No one could have 
anticipated the need for government regulations concerning 
the safety of modern airplane travel. 

The Fathers of Confederation did not attempt to describe 
in detail all that the central and provincial governments 
might have to do in the future. They tried to take care of 
this problem by providing for residual powers. Originally 
the federal government was intended to have very wide 
responsibilities, and so Section 91 of the BNa Act gave it 
authority “to make Laws for the Peace, Order, and good 
Government of Canada in all Matters not coming within 
the Classes of Subjects by this Act assigned exclusively to 
the Legislatures of the Provinces.” In order to carry out 
these responsibilities, the federal government was given 
ample power to raise money through various kinds of taxes, 
fees, and customs duties. In fact, the Bna Act authorizes it 
to raise money by “any Mode or System of Taxation.” In 
addition, the federal government controls money, credit, 


and banking. 
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The second half of the twentieth century has 
produced acute problems at the municipal level of 
government in Canada. Municipalities, whether 
rural, suburban, or urban, come under provincial 
jurisdiction, and are severely restricted in their 
taxing and law-making powers. However, they 
are the governments closest to the people, and 
they have very important responsibilities in the 
fields of education and the social services, and in 
the regulation of the conditions of ordinary life. It 
is probable that the remainder of the twentieth 
century will show constitutional changes which 
will enhance municipal powers. This will not take 
place without a struggle. Hear the operator of a 
tourist lodge near Iron Bridge, Ontario, after a 
system of regional government was introduced: 


“When we came here twenty years ago, the local 
taxes were practically nothing. So were the local 
services. We paid for the road into our place, 
and the Hydro line, and the snow-ploughing. 
But now our local taxes have gone up seven or 
eight times what they were. We’re paying for the 
schools in Elliott Lake—that’s about thirty miles 
from here, and what good do they do us? Our 
kids are through school.” 
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Responsibility for passing laws dealing with road traffic is shared among the municipal, provincial, and 
federal governments. Municipalities are allowed to pass by-laws to suit their needs in such matters as 
parking and one-way streets. However, provincial legislation overrides municipal by-laws, and the province 
can change or take away municipal powers over traffic at any time. 


Since the BNA Act gives the province authority over “generally all Matters of a merely local or private 
Nature in the Province” (subsection 16 of section 92) and since it is assumed that road traffic is a local 
matter, the provinces make laws concerning such things as speed limits and highway markings and maximum 
weights for trucks. But certain traffic problems come under federal jurisdiction. Driving while drunk is a 
criminal offence. Although the provinces administer the criminal courts (providing the buildings, establish- 
ing the procedure, and doing the paperwork), there is just one Criminal Code for all Canada; the criminal 
law is entirely under the jurisdiction of the federal Parliament. 


With responsibility for passing and administering traffic laws divided among three levels of government, 
conflicts are bound to occur. This can be illustrated by an imaginary federal-provincial dispute which 


might arise over the right to pass a law affecting road traffic. 


REVIEW OF A CONSTITUTIONAL ISSUE BY THE COURTS 


Suppose the federal government declares: “The number of 
motor accidents in Canada is reaching disastrous proportions. 
The loss of life and property has become a national emergency.” 
Accordingly, Parliament passes an act putting all road traffic 
under federal jurisdiction, and sets a national speed limit of 
60 miles per hour. The Criminal Code is amended to make 
exceeding this limit a criminal offence. Provincial politicians 
angrily maintain that the federal Parliament has no right to pass 
such a law; nevertheless, it is passed and proclaimed. Imme- 
diately, provincial and municipal police are obliged to enforce 
this law. Then someone is arrested for driving 70 miles per 
hour. He is tried in a local court (called a magistrate’s court 
in most provinces). The evidence proves that the charge is 
justified and the magistrate finds the accused guilty and orders 
him to pay a fine. The convicted man is then advised by his 
lawyer to appeal the decision to a higher court. 


Normally, the case will be tried in the Supreme Court of the 
province. Since the appeal is based on the question of the 
constitutionality of a law, the argument does not concern the 
action of an individual but the question of federal and provincial 
authority. Counsel for the Crown states that the federal law 
is valid, while counsel for the appellant (the convicted speeder) 
contends that Parliament had no right to pass the law in the 
first place. 


Counsel for the Crown argues: 


The preamble of section 91 of the British North America Act 
begins: /t shall be lawful for the Queen by and with the 
Advice and Consent of the Senate and the House of Com- 
mons to make Laws for the Peace, Order, and good Govern- 
ment of Canada in all Matters not coming within the Classes 
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of Subjects by this Act assigned exclusively to the Legis- 
latures of the Provinces. This case involves infraction of a 
speed limit. There is nothing in the BNA Act about provincial 
authority over speed limits. On the other hand, it can be 
shown that the number of motor accidents is so high, and 
the loss of life, health, and property so great, that the “Peace, 
Order, and good Government’ of the country is seriously 
affected. This is a responsibility of the federal Parliament. 
Therefore the law under which this man was convicted was 
rightfully passed. 


Counsel for the appellant submits : 


Only a small percentage of the total traffic in Canada crosses 
provincial borders: most people do most of their driving 
close to home. Therefore, subsection 16 of section 92 of 
the BNA Act applies to this case. Regulation of road traffic 
is clearly of a merely /ocal or private Nature... assigned 
exclusively to the Legislatures of the Provinces. 


He asks the court to declare that the federal act is u/tra vires— 
outside the powers of the federal Parliament—and that, there- 
fore, it cannot be enforced. 


Whichever way the court decides, the losing side will probably 
appeal the case to the Supreme Court of Canada at Ottawa. 
The same arguments will be presented, and this time the 
decision will be final. If the Supreme Court decides for the 
Crown, then in future it will be certain that Parliament has the 
power to pass laws establishing speed limits for the whole of 
Canada. If the case is decided in favour of the speeder, then 
it will have established that the federal act was ultra vires, and 
the provinces will retain their powers over speed limits. 


There is no doubt that the Fathers of Confederation 
expected the provinces to be mere junior partners in the 
federal system. They were supposed to look after local 
matters only, and it was supposed that they would not need 
a great deal of revenue. Provinces may impose direct taxes 
on individuals and corporations, they may levy retail sales 
taxes, they may charge fees for licences, and they may make 
money by selling or renting public lands or the products 
(such as timber) of public lands. But these powers are set 
out specifically and no allowance is made for introducing 
new ways of raising money. 

However, one clause of Section 92 of the BNa Act gives 
control of “Property and Civil Rights in the Province” to 
the provincial legislatures. The clause was put into the 
BNA Act because Quebec had been using the traditional 
French system of civil law, while the other provinces had 
versions of English civil law. A fundamental change in 
Quebec's system would have brought about utter confusion: 
lawyers would have had to go back to school, wills would 
have had to be rewritten, and all deeds to lands would have 
had to be revised. It seemed only sensible to leave civil law 
(including property law) in the hands of the provinces. 

However, almost any court case might be said to affect 
somebody's property or civil rights. In the period since 
Confederation, when acts of the federal Parliament have 
been challenged in the courts, many decisions have favoured 
the provinces by declaring federal legislation unconstitu- 
tional on these grounds. Time after time, federal laws were 
declared ultra vires, and the provinces gained the right to 
legislate in fields originally intended to be federal. Many 
examples of this could be given. For instance, one of the 
cases to réach the Privy Council concerned labour legisla- 
tion. In 1907 the federal Parliament passed the Industrial 
Disputes Investigation Act, which laid down procedures to 
be followed in labour-management disputes. The object of 
the Act was to delay the outbreak of strikes and lockouts 
until both sides had made a serious attempt to solve their 
differences by negotiation. But this Act was held by the 
Privy Council to interfere with the civil rights of employers 
and employees, and hence to be outside federal powers, 
except in the case of a few nation-wide industries, notably 
the transcontinental railway systems. If there was to be 
effective labour legislation, the provinces would have to 
pass it and administer it. 
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The Fathers of Confederation may have intended 
that the provinces be “junior partners” in govern- 
ment, but they did not say that the provinces could 
not levy income taxes, for the simple reason that 
income taxes did not exist in 1867. However, 
income tax is a form of direct taxation (permitted 
to the provinces by subsection 2 of section 92 of 
the BNA Act), and, as mentioned earlier, the 
provinces have been collecting it since 1962. The 
postwar changes in taxation arrangements have 
taken place without any formal constitutional 
amendment, yet they have involved a real increase 
in provincial power. 


ul’ tra vi’ rés beyond the power 


in’ tra vi’ rés_ within the powers 


Privy Council The Judicial Committee of the Privy Council 
is a special court of appeal in Britain. Since the BNA Act was 
an act passed by the British Parliament, cases involving its 
interpretation were technically subject to the British courts. 
Cases of disputes about federal and provincial authority could 
go from the Supreme Court of Canada at Ottawa to the Privy 
Council for settlement. It was the Judicial Committee of the 
Privy Council which, in effect, extended the power of the 
provinces. The British “Law Lords” refused to recognize the 
fact that the “Property and Civil Rights” clause was meant to 
refer mainly to such things as inheritance, real estate trans- 
actions, and contracts. 


Since 1949 the right of appeal to the Privy Council no longer 
exists and the decision of the Supreme Court of Canadais final. 


oe 


Etobicoke—Modern trends in elementary school 
design emphasize flexibility and space. 


Where does the money come from? 


In one sense, the cost of education is a drain 
on the economy. In what ways does it 
stimulate the economy ? 


The Rowell-Sirois Report, properly called Canada: 
Royal Commission on Dominion-Provincial Rela- 
tions, Report, 3 vols. (1940) is still useful reading 
for anyone interested in the problems of federal- 
provincial relations. Copies are available at most 
libraries. 





An example working in the opposite direction occurred 
when the Province of Alberta in 1941, under a government 
in which the Social Credit party held power, passed legis- 
lation restricting the ability of creditors to collect debts. 
This Act was declared ultra vires by the Privy Council in 
1943, because the BNa Act (section 91, subsection 21) put 
bankruptcy and insolvency under the control of the federal 
government. 

In general, court decisions have favoured the provinces. 
But although provincial politicians might be gratified by 
the extension of their powers, they found themselves em- 
barrassed when they realized that provincial authority to 
raise money was unchanged. Worse still, they found that 
their original duties cost more to perform as the economy 
grew and developed. It was not realized in 1867 that edu- 
cation and roads, hospitals and schools, would gobble 
millions of dollars from the provincial budgets. As a result, 
the provinces are demanding a larger share of tax revenue 
so that they can fulfil their responsibilities. 


Federal-provincial relations 


Fortunately, the sna Act did foresee that there might be 
some financial problems and obliged the federal government 
to make yearly grants of money to all provinces, according 
to their population. In addition, it provided for subsidies 
which could be made from time to time for special pur- 
poses. The system of grants and subsidies has been 
gradually extended, but sometimes provinces have been 
unwilling to accept federal aid when it was offered, fearing 
that if they took the money they might be told exactly how 
to spend it, and thus lose some of their power. 

As a result of the great depression of the 1930's, when 
the possibility of provincial bankruptcies was very real, the 
federal government appointed a royal commission to inves- 
tigate the whole federal-provincial issue, with particular 
attention to financial problems. The report (called the 
Rowell-Sirois Report, after the commission’s first and second 
chairmen) contained an excellent historical summary of 
federal-provincial relations since Confederation. It recom- 
mended that the provinces give up some of their constitu- 
tional powers over taxation and welfare, so that the federal 
government might legally assume more responsibility for 
dealing with the national crisis of poverty and economic 
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stagnation. Provincial debts would be taken over by the 
central government, which would also pay “adjustment 
grants” from the federal treasury so that the standard of 
provincial services (like education) could be more or less 
the same across the country. 

By the time the Commission made its report in 1940, the 
second world war was in progress. In a few months, unem- 
ployment almost disappeared, industry revived, and even 
the poorer provinces found their financial problems much 
less acute. A dominion-provincial conference was called at 
the beginning of 1941 to discuss the report, but it broke up 
in two days. The premiers of Ontario, British Columbia, 
and Alberta objected strongly to any increase of federal 
powers; the rich provinces realized that their citizens would, 
if recommendations were put into effect, pay more in taxes, 
which would then be used for the benefit of other provinces 
in the form of adjustment grants. Rather than provoke dis- 
unity at such a critical time, the federal government shelved 
the issue until after the war, but it did not go away. 


AMENDING THE CONSTITUTION When the need arises for a 
measure which the courts might be expected to declare a 
provincial responsibility, but which the provinces cannot 
afford to carry out, the BNA Act may be amended. An 
example occurred during the second world war, when, at 
Canada’s request, the British Parliament passed an amend- 
ment stating that the Canadian Parliament could introduce 
unemployment insurance. Later (in 1949) the Canadian 
Parliament was given the right to amend the sna Act in 
all matters except provincial rights and certain minority 
rights. Unfortunately, amending the Act has turned out to 
be no easier under the new arrangements than under the 
old system with its colonial flavour. 

In some other cases of dispute between federal and 
provincial authority, federal acts which have been declared 
ultra vires have gone “back to the drawing board” to be 
revised. Rewording or extensive alteration may produce a 
federal act which will be acceptable in the courts. Thus, in 
1949, Parliament passed the Federal Agricultural Products 
Marketing Act—not very different from the Natural Prod- 
ucts Marketing Act which was turned down (declared ultra 
vires) in the thirties—and this new Act was declared intra 
vires by the Supreme Court of Canada, now the highest 
court of appeal. Other federal legislation has established 
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In the depression of the 1930's all sections of 
society suffered, but none more than the farmers 
who produced goods for the export market. Prairie 
farmers were actually burning grain in stoves to 
heat their houses, since foreign countries could not 
afford to buy their products. In 1934 the federal 
Parliament passed the Natural Products Marketing 
Act. This law tried to do three things: (1) set up 
standards or grades for such produce as cheese, 
potatoes, grain, or apples; (2) establish prices for 
each grade; and (3) regulate the quantity of goods 
each farmer might sell. The federal government 
claimed that it had the right to make such a law, 
since the BNA Act gave it the power to regulate 
trade and commerce. But the provinces claimed 
that the Act, although it was designed to assist 
Canada’s export trade, also interfered with trade 
within the provinces, and was therefore unconsti- 
tutional. This latter view was upheld by the 
Supreme Court of Canada in 1936, and confirmed 
by the Privy Council in 1937. Yet the crisis re- 
mained acute—farmers were wasting time, energy, 
and money producing goods which could not be 
sold, or which were sold for less than it had cost 
the farmers to grow them. So, one by one, the 
provinces had to pass their own laws permitting 
the establishment of marketing boards for various 
agricultural products. 
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THE CANADIAN WAR EFFORT AND THE POSTWAR BOOM 


The unemployment crisis of the depression in the 
thirties and the burden it imposed on government 
treasuries was relieved by the second world war, 
which broke out in 1939. During the first year of the 
war, unemployed men entered the armed forces or 
were taken into the rapidly growing war industries. 
Women, previously a small part of the Canadian 
labour force, were urged to take jobs normally done 
by men. They worked not only in airplane factories 
but as bus drivers and streetcar conductors. Students 
could easily find part-time and holiday jobs and were 
excused from their final exams if they would work 
on farms or in food-processing plants. The only 
people needing unemployment relief were those un- 
able to work because of mental or physical disability 
—a very small part of the population. Federal, 
provincial, and municipal governments found them- 
selves in a much improved financial position, since 
they did not have to spend so much on helping the 
unemployed and they were able to raise more money 
in taxes On income and goods. 


As might be expected, it was the federal government 
which took the lead in imposing taxes and controls 
on the economy during the wartime emergency. The 
controls were far-reaching: scarce commodities, 
from automobile tires to sugar, were rationed ; prices, 
wages, and rents were ‘“‘frozen”; and a host of 
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. THEIR CHILDREN IN PUBLIC DAY-CARE CENTRES 


regulations were created to curb consumption—only 
brides and nuns were allowed to buy long dresses, 
for example. Special taxes on luxuries increased the 
prices of chocolate bars, jewellery, and cosmetics. 
The purpose was less to raise money than to induce 
people to buy fewer of these non-essential goods. 
Labour and materials could thus be diverted to the 
war effort. Naturally there was grumbling, but the 
usual response was, ‘After all, there’s a war on.” 


The people of Canada were, on the whole, satisfied 
with the manner in which their federal government 
conducted the war effort. The Liberal Government 
which had been in power since 1935 was re-elected 
in 1940, and again in 1945, when the war in Europe 
was over, and the war in the Pacific nearly so. 
Wartime concerns gave place to plans for peace and 
reconstruction. Remembering past experience, many 
citizens, including most professional economists, 
feared a postwar depression and hoped that the 
federal government would be able to prevent it. 
However, the expected depression did not occur. 
The emergency controls were relaxed, the provinces 
regained their powers, industry switched from the 
production of war materials to the output of con- 
sumers’ goods, and the economy, in general, flour- 
ished through the late forties and early fifties. The 
government was Credited with the successful transi- 





— Saturday Night, February 26, 1944 
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tion from war to peacetime and prosperity, and the 
party in power was re-elected in 1949 and 1954. 


How far was the federal government responsible for 
the postwar prosperity? Certainly to some extent. 
Members of the armed forces were given grants to 
continue their education, and many thousands of 
men and women received advanced training that they 
could not have afforded otherwise. Thus they quali- 
fied for well-paid jobs in industry and the professions. 
When they spent their incomes, they helped to raise 
the demand for goods and services. Canadians had 
money to spend on housing and other major pur- 
chases, since they had been encouraged to buy war 
bonds (Victory Loans). Moreover, the government 
refunded a part of the taxes that had been collected 
as ‘‘compulsory savings” in the war years. 


Other federal economic measures related to the war 
strengthened the economy. The Veterans’ Land Act 
provided loans for veterans so that they could acquire 
land for farming, fishing, and urban housing. The 
National Housing Act, under which loans are still 
made or guaranteed for constructing approved 
houses and apartment buildings at a comparatively 
low rate of interest, was used to help overcome the 
serious shortage of housing accommodation in 
Canada. Construction became one of Canada’s major 
industries. Encouragement of immigration in the 
postwar period not only brought hundreds of thous- 
ands of ambitious workers to Canada but created 
yet more demand for goods and services; more 
need for housing; and, in turn, more jobs and higher 
incomes. 

But it is necessary to look beyond the field of govern- 
ment action to account for the boom of the postwar 
period. Because of wartime shortages there was a 
large backlog of demand for consumer goods: auto- 
mobiles, refrigerators, stoves, and furniture had been 
in short supply for years. The rush to replace old- 
fashioned or worn-out equipment stimulated produc- 
tion. A company which had made tanks started 
making water heaters. A plant which had made guns 
started making washing machines. New equipment 


—photo from the National Film Board 
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for such industries was turned out by still other 
companies which, in their turn, expanded. In this 
way the changeover to peacetime production spread 
its benefits. 


New demands were created by wartime innovations. 
Synthetic textiles and detergents, plastics, insecti- 
cides, and antibiotic medicines had been discovered 
or improved as a result of research for war purposes. 
When the new products came on the market and 
found eager buyers, Canadian industry became more 
diversified. 


Mineral resources proved to be more valuable than 
anyone realized before 1940. New economic growth 
resulted from oil, uranium, and iron ore discoveries. 
Reconstruction following the war created overseas 
markets for Canadian raw and semi-processed ma- 
terials. As an exporting nation, Canada prospers by 
selling the products of its forests, farms, and mines. 


Shortly before 1950, increasing international tension 
stimulated Canadian production. Orders for uniforms 
and parachutes for the war in Korea rescued the 
textile industry, which was facing a slump. The 
United States began to stockpile essential materials, 
such as uranium, aluminum, and copper, placing 
large orders in Canada. Further massive spending 
by the United States in a program of aid to war-torn 
countries (the Marshall Plan) also helped to put 
money in Canadian pockets. Even some of the former 
Axis powers received American assistance: as a result 
of their economic recovery, Japan and West Germany 
became two of Canada’s best customers. 
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Canada preferred to leave the sections of the 
BNA Act concerning provincial rights in the hands 
of the British Parliament for the time being because 
the issues were controversial. 


A cartoonist’s impression of the federal-provincial 
situation (1967)— 





“1 thought you were driving.” 


—cartoon by Duncan Macpherson; 
reprinted with permission; Toronto Star Limited 


the Wheat Board and the Agricultural Stabilization Board 
which also help to maintain farm prices. These and other 
federal government measures affecting the sale of agricul- 
tural products are now considered constitutionally valid. 

The federal government may exercise an influence on the 
provinces beyond its actual power to make laws. Though 
provincial labour legislation differs, all provinces have, in 
their own acts, imitated features of the federal Industrial 
Disputes Investigation Act. Federal influence was strength- 
ened by the second world war. The courts have considered 
that, during a war, the federal government, “for the Peace, 
Order, and good Government of Canada,” has full power 
to cope with the national emergency for as long as it lasts, 
even if this means trespassing on what is normally provin- 
cial authority. Some wartime measures gave the federal 
government extensive control over the whole Canadian 
economy. When the war was over, and the provinces re- 
gained their usual powers, some of them included features 
of the wartime regulations in their own acts. More recently 
the federal government has offered extra money to the 
provinces to persuade them to set up medical care plans 
which will meet national standards and allow citizens to 
move from one province to another without losing their 
medical insurance benefits. 


FEDERAL-PROVINCIAL NEGOTIATION In recent years, negotia- 
tion has become the most important way of dealing with 
federal-provincial conflict. Since 1945 a number of federal- 
provincial conferences have been held. These have usually 
been more constructive, if less dramatic, than the undigni- 
fied fiasco of 1941. By mutual agreement, taxation arrange- 
ments have been modified so that income, corporation, and 
inheritance taxes are now approximately the same across 
the country. 

In the early postwar period the provinces agreed to “rent” 
their tax revenue fields to the federal government. This 
meant that the federal government collected most of the 
taxes mentioned above and then gave part of the money 
back to the provincial governments. From 1962 on federal- 
provincial taxes have been “shared.” The provinces are 
levying their own income taxes, which are a share of the 
total income tax paid by individuals and corporations, but 
in most provinces the whole payment is made to the federal 
government which then rebates the amount to the province 
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concerned. Payments to all provinces are “equalized” so 
that each province receives a tax revenue (in proportion to 
population) equal to the average tax yield per person in 
the two richest provinces, Ontario and British Columbia. 
The principle of equalization is important because it helps 
the less wealthy provinces without damaging provincial 
rights and financial powers. In addition to equalization pay- 
ments made to all provinces, special adjustment grants, first 
recommended in the Rowell-Sirois Report, are now made to 
the Atlantic Provinces, which are less fortunately endowed 
with natural resources than the other parts of the country. 

Taxation is not the only field in which the two levels of 
government have attempted co-operation. Other matters 
discussed at conferences have included special federal- 
provincial welfare programs and plans to aid Indians and 
Eskimos. One subject recently discussed and agreed on was 
a nation-wide scheme called the Canada Assistance Plan, 
which increases federal payments for welfare programs 
administered by the provinces while making these programs 
more uniform from one province to another. Before new 
public responsibilities such as hospital insurance and medi- 
cal care were assumed, federal and provincial authorities 
discussed them at length at the conference tables. At all 
such conferences, and at less formal meetings, the old 
familiar questions recur: Who has the authority to pass the 
necessary laws? Who will pay the costs and how? What 
should be done to help the poorer provinces? 


THE CONFEDERATION DEBATE From the 1950’s on, there has 
been much debate over proposals to make a fundamental 
change in the Canadian constitution, to bring it more into 
harmony with modern needs. Revision of the Bna Act has 
been proposed, but agreement on the nature of such revision 
is not yet in sight. Experienced politicians and adminis- 
trators know that any constitution establishing clear but 
rigid rules governing federal-provincial relations would 
probably become out-of-date in five or ten years. One merit 
of the old Bna Act has been its flexibility. When there has 
been pressure for an increase in federal powers (as in war- 
time) the constitution has permitted it; when a need has 
arisen for more provincial power (as in the period following 
the second world war) ways and means of adapting to this 
need have been found. Some experts think that a major 
change in the BNa Act is unnecessary for this reason, 
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OTTAWA — The federal 
Government underestimated 
the difficulty of drafting a 
new constitution fer Canada 
when it launched a full-scale 
review of the British North 
America Act with the prov- 
inces at the end of 1967, Gor- 
don Robertson, the secretary 
of the federal Cabinet, said 
yesterday. 

The document—Federalism 
For ‘The Future—was_ the 
basis for discussion at the 
hearings yesterday, the sec- 
ond public meeting of the 
committee. Ultimately, the 
committee will visit all prov- 
inces and both territories. 
holding public meetings to 
garner opinion on the pro- 





gress of the constitutional re- 
view—and collect ideas on the 
type of constitution Canadians 
want. 

Mr. Robertson said that Ott- 
awa and the provinces were 
having difficulty agreeing on 
a new constitution, since they 
had undertaken a task no 
other country has attempted. 

“Modifying an existing fed- 
eration is infinitely more diffi- 
cult than working on the Bri- 
tish North America Act, and 
that took three years... 

“With an ongoing constitu- 
tional review, you are dealing 
with existing patterns of 
thought, established vested in- 
terests and patterns of rela- 
tionships...” 


—from The Globe and Mail, June 10, 1970 


Political parties rarely make much of an issue of 
constitutional reform, believing, rightly or wrongly, 
that most voters do not care about the matter. 
Yet all parties include statements on constitutional 


policy in their official programs. 


These can be 


obtained from party headquarters. 


Compare and contrast the proposals for 
changing Canada’s constitution made by at 
least three political parties. 


Cartoonist’s comment on the policies of Maurice 
Duplessis—he of the long nose— 


What do the two workmen symbolize? 





—cartoon by Robert La Palme, from Le Devoir; 
reprinted with permission 


Premier of Quebec from 1936 to 1939, and again 
from 1944 to his sudden death in 1959, Duplessis 
stood in the way of educational and economic 
progress. He appealed to the agricultural popula- 
tion and to the industrial workers—mainly French- 
speaking—by claiming to protect them from “les 
Anglais.” At the same time, he was allied with 
English-speaking businessmen, who supported 
him because he suppressed unions and, by refusing 
to update the educational system, prevented the 
majority of French-speaking people from acquiring 
skills which would entitle them to high wages. 


Why was this policy short-sighted ? 


pointing out that Canada has become the second or third 
most prosperous country in the world in spite of its old- 
fashioned constitution, and that it might be a good idea to 
let well enough alone. All countries with federal systems— 
the United States, Australia, India, the Soviet Union—have 
experienced similar conflicts between the central and re- 
gional governments, and none have found truly satisfactory 
solutions. 

In the second half of the twentieth century, what has 
been termed “the Confederation Debate” has intensified as 
a result of vigorous demands by the Quebec government 
for a revision of the federal-provincial relationship to give 
more autonomy to that province. The economic background 
of unrest in Quebec should be examined briefly. 

To begin with, Quebec has been experiencing the same 
difficulties as all the other provinces in trying to fulfil the 
needs of its citizens. Expanding its highway system, provid- 
ing improved educational facilities, and supplying welfare 
services, impose burdens all too familiar from British Colum- 
bia to Newfoundland. But an additional problem faces 
Quebec. It is claimed that French-speaking Canadians, most 
of whom live in Quebec, where they form over 80 per cent 
of the population, lack the opportunities for advancement 
enjoyed by those whose mother tongue is English. Generally 
speaking, this claim is justified. Directors and executives of 
the larger industries and financial institutions tend to come 
from the English-speaking sector. Promotions at all levels 
are unlikely for those who do not understand English or 
who speak it with difficulty. This situation is felt to be 
unfair. How has it come about? 

In the eighteenth-century colony of New France, most 
of the population were farmers and soldiers. There was a 
small group of prosperous merchants, chiefly connected 
with the fur trade, and another small group of government 
officials, who formed a kind of aristocracy. When France 
gave up the colony to Britain in 1763, most of the officials 
and rich merchants chose to go back to their homeland. The 
remaining population could not fill the gap, since neither 
farmers nor common soldiers had the education, experience, 
or wealth to run the economic or political affairs of the 
colony. English-speaking administrators (usually army off- 
cers) filled the top government positions, and English- 
speaking merchants moved in from the American colonies 
to dominate the fur trade. In the course of time, Quebec's 
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French-speaking population was able to produce its own 
political leaders, but economic domination by les Anglais 
continued. 

That this situation persisted into the twentieth century 
was, to a considerable extent, due to the Quebec educational 
system, under which the choice of school was largely a 
religious matter, schools being run by boards which were 
either Protestant or Roman Catholic. The French Catholic 
public schools did not include senior high school grades. 
Their students, if they wished further education, had to pay 
fees to attend private “classical colleges” which emphasized 
subjects such as Greek and Latin, philosophy, literature, 
and the arts and humanities generally, which were (and 
to a certain extent still are) the basis of higher education 
in France and in some other European countries. Under this 
system, scientific, technical, and commercial subjects were 
comparatively neglected and lacking in prestige. The tradi- 
tional French-language school system in Quebec produced 
outstanding orators, lawyers, artists, sculptors, journalists, 
poets, novelists, actors, singers, and religious leaders, many 
of international repute. But the system failed to turn out 
enough graduates qualified to advance in business and 
industry. Major changes in Quebec education began around 
1960, but they could not produce results overnight. 

That large-scale business and industry in Quebec continue 
to be dominated by an English-speaking minority is not 
merely a result of a shortage of skilled employees and 
executives of French-Canadian origin. The money involved 
in the ownership of large corporations comes mainly from 
sources outside of Quebec (the English-speaking United 
States and also the other provinces of Canada), and from 
the English-speaking minority within the province. Custo- 
marily, French-speaking investors have preferred to put 
their savings into government bonds, credit unions, or 
special savings banks, rather than buy shares of industrial 
stock. This may keep their money safe, and give them a 
reasonable return in interest, but it does not give them 
ownership and control of growing enterprises. The Liberal 
Government in power from 1960 to 1966 planned to invest 
public money in new industrial developments, so that the 
people, through their government, could participate in 
economic growth. But this policy, among others, received 
a setback in the election of 1966, since rural voters in par- 
ticular were suspicious of rapid and drastic changes in the 
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It’s not language 


but jobs 


“We speak Italian at home, my son 
learns. French at school, he speaks 
English with his friends and all I hope 
is that when he gets out of school, he 
finds himself a good job and leads a 
elean life.’’ 

Mrs. Serafina Spiezza, 58, is a typi- 
eal mother of Italian origin living in 
the Montreal suburb of St. Leonard, 
hot seat of a long-lasting French-ver- 
sus-English language dispute. 


And like most of her friends, she 
does not want to get involved. 


The feud, which began two years 
ago, is still simmering in this suburb 
despite the passing of Bill 63, which 
guarantees the right of Quebec parents 
to have their children educated in ei- 
ther language. 

“YT don’t want to take sides,’ Mrs. 
Spiezza said emphatically. 

“Roy me, English or French does not 
make a difference so long as my Ciro 
ean find a job when he finishes 
school.”’ 

Ciro, 18, is the youngest of six chil- 
dren. He is an average Grade 7 student 
at the Aime Renaud School, where in- 
struction is in French. 


—from the Toronto Daily Star, Jan. 28, 1970; 
reprinted with permission, Toronto Star Limited 


—cartoon by Duncan Macpherson; 
reprinted with permission; Toronto Star Limited 



































“How do you spell Ann Landers ?” 





economy, and feared also that taxes, already high, would 
be increased to pay for the government's investments. 
Other aspects of the “quiet revolution” in Quebec will be 
discussed in the chapters on labour and social security. 
From an economic point of view, the ferment in Quebec 
is one more aspect of the federal-provincial controversy. 


How federal-provincial relations can be worked out is 
probably the major political question facing Canadians. 
Progress on this issue as on others rests with the voters. 
Canadian voters often behave in an apparently irrational 
manner by electing one party to power in Ottawa while 
most of the provinces are governed by other parties. Even 
when a province has a government of the same party as 
that in power federally, the two levels of government may 
not co-operate. It has been suggested that Canadians do 
not trust any politicians very much, and that they vote in 
such a manner that the province will be a check on the 
federal government and vice versa. This checking, whether 
deliberate or not, threatens to prevent changes of any kind 
and to produce stagnation. Perhaps if Canadians under- 
stood their system of government better, they would have 
more confidence in their ability to control it by their votes. 
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ECONOMIC 
METHODS 


Che economy of Canada 


Economics was once labelled the “dismal science.” How and why is it a science? When 
we think of science, we usually think of men in white coats performing experiments in 
laboratories. Economics is not a science in this sense: economic behaviour is the behaviour 
of human beings working together and there is usually no way to study this in a laboratory. 
In some ways it is easier to see similarities between economics and space research, which 
involves a number of uncontrollable factors but can still be studied in a scientific way. In 
the social sciences, however, as in physics and chemistry, it would not be possible to 
conduct useful experiments without certain basic methods or techniques. Scientists have 
to be able to define or identify, to group or classify, and to measure. When they carry out 
experiments, they try to describe the results in terms of relationships which will apply no 
matter when or where a similar experiment is carried out. As an example, consider the 
formula f=ma (force is the product of mass and acceleration). Once such a formula 
is established, future scientists may take it for granted; without repeating the original 
experiments, they can make predictions on the basis of what has already been discovered 
and go on to new and more complicated research. In this way, scientific knowledge grows 
and develops, and can be used to improve human comfort and efficiency. 

Economics is a science in the sense that economists also must be able to identify, to 
classify, to measure, and to predict. But when it comes to establishing mathematical 
formulas, economics has not gone nearly as far as the physical sciences. However, there 
are some relationships which are widely recognized, such as that the total amount of saving 
in an economy must equal the total amount of investment, or that wage increases need not 
lead to rising prices as long as wages do not increase by more than the productivity of 
workers. Another example of an economic formula is Fisher's equation of exchange, 
MV = PT, in which mM stands for money, V_ for velocity of circulation, P for the general 
price level, and T for the volume of trade. The formula can be rearranged to find any one 
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of the variables, provided the others are known. Such formulas are a good deal less precise 
than those used in the physical sciences because terms such as savings and price levels are 
less well defined than mass or acceleration. 

The scientific study of economics has become possible only recently: much of it has 
developed within the past fifty years. Economic research, the basis of economics, which is 
now carried on in universities, business firms, and government departments, as well as by 
private groups and individuals, consists of gathering data about the economy, classifying 
these data, measuring changes from time to time, and trying to establish functional relation- 
ships. The advantage of establishing such functional relationships is that if one variable 
(or set of variables) is known, the other variable(s) can be calculated. If you know the 
radius of a circle, the area may be calculated, using the formula A=7r2. Of course, some 
functional relationships involve many more variables. 

There are some dangers in trying to make economics more and more “scientific.” When 
a mathematical relationship is revealed by an experiment in physics or chemistry or 
biology, the resulting law can usually be seen to be a sensible and useful one. This happens 
sometimes in economics. For example, the average yield per acre on a wheat farm is closely 
related to (in mathematics, correlated with) the amount of precipitation which occurs 
during the year. Too much or too little rain will lower the yield; the right amount of 
moisture is something which can be determined by experiment and plotted on a graph. 
Departments of agriculture keep rainfall records, and, knowing the relationship between 
soil moisture and crop growth, advise farmers what the size of the harvest is likely to be. 
This helps the farmer to calculate his probable income. Irrigation schemes can now be 
managed efficiently through the application of formulas measuring sunlight, temperature, 
and soil conditions, and correlating them with the amount of water needed. 

Sometimes the relationship between economic variables is less clear: early in the twentieth 
century it was commonly believed that the profits of a manufacturer would always be 
highest when the wages he paid were lowest. Henry Ford disagreed with this view and 
decided to pay his workers a base rate of five dollars a day, a relatively large sum, so that 
they would be able to buy cars and improve his business. His experiment was successful 
and his profits rose in spite of the high wages he was paying. However, it does not neces- 
sarily follow that profits can always, or even usually, be increased by raising wages. Henry 
Ford was producing for his own market; a manufacturer producing goods for export abroad 
may be in a quite different situation. 

Economists have also done a great deal of work trying to develop a formula which 
will predict ups and downs in economic activity by observing changes in the behaviour of 
particular “economic indicators,” such as the level of employment and unemployment, the 
average length of the work week, the trend of the money supply, business investment plans, 
the stock market, and so on. But as soon as one of these theories becomes popular, events 
disprove it: each business cycle has peculiar features of its own and economists are still 
trying to establish precise and reliable laws which will fit all cycles. 

In economics it is unsafe to seize on oversimplified theories which seem attractively 
“scientific” and allow them to influence or determine economic decisions. Careful research 
into all the related facts can, however, add bit by bit to an understanding of complex 
economic relationships. 
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right: Model of the molecular 
structure of a silicate—Making 
such a model helps scientists 
to understand the relationships 
between atoms. 


below: Model of Niagara Falls 
used by Ontario Hydro to study 
the way in which the flow of 
water affects the output of 
electricity—The model was 
used to plan the design of the 
power canal for Adam Beck 
no. 2 generating station. : | 
—photo from the Royal Ontario Museum, Toronto 





THE USE OF MODELS 

One technique for studying functional relationships is the use of “‘models.’” A model may be defined as an idealized 
abstraction, a compromise between simplicity and reality, whose purpose is to approximate the behaviour of a 
system. According to another definition a model is “‘the simplified representation in mathematical symbols of a 
given set of economic relations’’ (José Luis Sampedro, Realidad econémica y anédlisis estructural, Madrid, 1959). 
Models are also used in the physical sciences, two well-known examples being models of the solar system and of the 
structure of the atom. 


It cannot yet be claimed that the use of economic models has resulted in a large body of accepted economic 
formulas or laws. Nevertheless, considerable progress has been made in model-building. Models are being used to 
study both domestic and international effects of economic policies, as well as to investigate a variety of specific 


questions for government and industry. 
—photo from Ontario Hydro 
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THE RELATIONSHIP BETWEEN BIRTH RATE AND PER CAPITA INCOMES IN DEVELOPING COUNTRIES: 


CHANGE IN 
PER CAPITA 
INCOME 
CHANGE IN 
TOTAL 
INCOME 
OTHER 
FACTORS CHANGE IN ee oa A eS: CHANGE IN 
AFFECTING PHYSICAL or POPULATION 
LABOUR OF LABOUR 
CHANGE, e.g. CAPITAL ape ope SIZE 
TECHNOLOGY 
CHANGE IN 15—-YEAR aa ie Bes Ree 
PROPORTION LAG ee spew 
OF CHILDREN ‘ 
2 BIRTH 4 
RATE 


Above js a rather simple model of the relationship between the 
birth rate and per capita income in a developing country. The 
chart shows three different paths through which a reduction 
in birth rates affects the rate of growth of per capita income. 
In the short run the reduction in birth rates leads to a smaller 
total population. At the same time it becomes possible to 
accumulate more physical capital because, with a smaller 
proportion of children, the country can spend less on feeding 
and housing them and more on new factories. But in the 
long run the labour force will be reduced and there will be 
less total income to divide among the population. 


The model is not expressed in mathematical terms. The facing 
table is a mathematical development of part of the model. 
It shows what would happen to the population of a developing 
country if the birth rate remained unchanged (Projection A), 
which can be compared with what would happen if the birth 
rate were reduced by 50 per cent over a period of twenty-five 
years (Projection B). It is assumed that after twenty-five years 
there is no further change in the rate. An obvious effect 
shown in the chart (1) is the smaller total population resulting 
from the decline in the birth rate. The table shows this clearly : 
starting with a population of 1 million in each case, the total 
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population of the cquntry would grow much more slowly if 
the birth rate declined. After sixty years the total population 
would be less than half as large if the birth rate had been 
reduced. Even after ten years the total population would be 
49,000 less, and the gap would widen as the years passed, 
even though the projection assumes no further change in the 
birth rate after twenty-five years. 


The second effect (2) to which the chart draws attention is 
that a decline in the birth rate reduces the proportion of 
children in the population. This will enable the country to 
save more out of its current production in order to accumulate 
fixed capital which will in the future raise the level of the 
country’s production and income. 


Children must be cared for—fed, clothed, housed, and edu- 
cated. Thus, at least until they reach the age of fourteen, they 
use up a part of the national income without making any 
contribution to national production. The table shows that if 
there were no change in the birth rate, the proportion of 
children in the population who would have to be supported by 
those of working age would rise gradually over the period 
shown: it would increase from 43.4 per cent to 46.4 per cent 


(nearly half of the population) in sixty years. If the birth rate 
were reduced by 50 per cent, as assumed in Projection B, the 
proportion of children would decline from 43.4 per cent to 
29.1 per cent over the sixty-year period. Clearly this would be 
a significant decrease in the burden carried by the rest of the 
population. 


It is also necessary to take into account people aged sixty-five 
and over; they too are usually considered outside the working 
age group. The table suggests that with no change in the 
birth rate the proportion of the population aged sixty-five and 
more would remain about 3 per cent during the sixty-year 
period, whereas a decline in the birth rate, by reducing the 
number of children, would gradually increase the proportion 
of old people to 7.2 per cent. However, even adding the two 
unproductive groups—the young and the old—the total burden 
on the country would be considerably less with a lower 
birth rate. 


The third effect of a reduced birth rate (3), shown in the chart, 
is that in the long run the labour force of the country (drawn 
from the age group fifteen to sixty-four) would be reduced; 
therefore the total production and income to be divided among 
the population would be reduced, even though the proportion 
of the population able to work and contribute to production 
would rise. 


This follows from what we have already noted about the 
change in the proportion of children. If the birth rate were 


reduced by 50 per cent, the proportion of people of working 
age would rise from 53.4 per cent to 63.8 per cent over sixty 
years. Without a change in the birth rate, the age group 
fifteen to sixty-four would decline very gradually from 53.4 
per cent of the total to 50.7 per cent. 


In numerical terms, the reduction in the birth rate would 
have no immediate effect on the size of the age group: after 
ten years it would still be exactly the same whether the birth 
rate had changed or not. After twenty years, however, this 
group would be a little smaller (11,000 less) if the birth rate 
had been reduced, and after sixty years the number of people 
of working age would be only a little more than half as large 
as it would have been if the birth rate had remained unchanged. 
However, the model can be developed further to show that 
per capita income of the adult population would be about 
twice as large with the lower birth rate. 


Another possible effect (4) of a change in the birth rate might 
be a change in the quality of the labour force. What would 
explain this ? 


Projections of this kind have to be considered together with 
other information on particular countries, such as the size of 
the existing population in relation to resources, the age 
structure, the birth rate, and the level of infant mortality. How- 
ever, the model does suggest that in general a reduction of 
high birth rates can be expected to increase income per capita 
and national prosperity in developing countries. 


PROJECTIONS OF THE POPULATION OF ATYPICAL DEVELOPING COUNTRY 


age group year O 10 20 
projection A ‘000% ‘000 % ‘000 % 
0-14 434 (43.4) 616 (44.7) 870 (45.17) 
15-64 534 (53.4) 718 (52.7) 996 (57.6) 
65-over 22) {f &2) 43 ( 3.1) 65 ( 3.4) 
TOTAL 1,000 1 ew/7/ 1,931 
projection B 
0-14 434 (43.4) 567 (42.7) 637 (37.8) 
15-64 534 (53.4) 718 (54.1) 985 (58.4) 
65-over S2meor2) 43 ( 3.2) 65 ( 3.9) 
TOTAL 1,000 1,328 1,687 


Initial population is 1 million. 








30 40 50 60 
‘000% ‘000% ‘000% ‘000% 
1,261 (45.7) 1,840 (46.3) 2,655 (46.3) 3,848 (46.4) 
1,406 (57.0) 2,003 (50.4) 2,901 (50.6) 4,204 (50.7) 

90 ( 3.3) IS f ShSy) 180 ( 3.7) 245 ( 3.0) 
2,157 3,975 5,736 8,297 

676 (32.9) 783 (31.5) 901 (30.5) 994 (29.1) 
1,287 (62.7) 1,573 (63.2) 1,869 (63.4) 2,181 (63.8) 

90 ( 4.4) iS Zimozo) 180 ( 6.7) 245 ( 7.2) 
2,053 2,488 2,950 3,420 


Projection A—fertility remains unchanged. Projection B—birth rate is lowered by 50 per cent over a period of 25 years and constant 


thereafter. 


—adapted from Finance and Development Quarterly 6:1, 1969 


(a publication of the International Monetary Fund and the World Bank Group) 
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U.S. PERSONAL DISPOSABLE INCOME 
(P) 





determines the amount of 


TOTAL U.S. ADVERTISING 
(Az) 





includes the amounts of 


TOTAL LOCAL SPOT 
TV AND RADIO 


TOTAL U.S. LOCAL ADVERTISING (A;,) 





by subtraction is found 


TOTAL U.S. LOCAL NEWSPAPER ADVERTISING 
(An) 





which is the major influence on 


CANADIAN NEWSPRINT PRODUCTION 





62 


A common type of econometric (economic + metric) model 
is constructed using a series of equations, each of which 
states a causal relationship for a number of economic variables. 
The economist establishes his basic assumptions and draws up 
the framework of equations according to his own views of 
how the particular aspect of the economy works. Computer 
programming enables him to try out enormous numbers of 
values for the different variables until he gets a system of 
equations which seems to fit past events reasonably well. This 
is known as regression analysis. The model may simply be 
used to explain past or existing relationships or it may be used 
to predict what might be expected to happen in the future. 
It is an abstraction from reality but is not in conflict with the 
facts of real life. It does not explain or predict the behaviour 
of any one individual, but it may be a satisfactory description 
of the behaviour of a fairly large group considered as a whole. 


This kind of model was used by the research department of a 
firm of investment dealers. They wanted to know whether to 
recommend that their clients buy shares in Canadian forest 
products companies. The study was begun at a time when 
share prices were in a slump. Everyone in the business knew 
that shares in forest products would go up—but when ? 


The research department considered the problem. They knew 
that a major part of the industry’s output is pulp and paper for 
newspapers; the major market for Canadian newsprint is the 
United States, which relies on Canadian exports for two-thirds 
of its requirements. If they could find a way of predicting 
newsprint consumption in the United States they would know 
a good deal about future trends in the earnings of Canadian 
forest products companies. 


The staff was aware that the size of newspapers is governed 
by the amount of advertising they print. (You can check 
this yourself by measuring the area of “news” in a paper and 
comparing it with the total area taken up by advertisements.) 
So, the first thing to do was to find out how much newspaper 
advertisement could be expected. The most likely medium for 
expanding advertising seems to be local newspapers. But is 
there any reason to expect that advertising will increase ? 


The research department looked at the amount of money spent 
on advertising from year to year in the past (choosing the 
period from 1950 to 1967) and tried to relate these expenditures 
to trends in the development of the national economy, using 
figures for GNP, national income, personal consumption 
expenditures, and personal disposable income. Comparing 
these historical trends, they found that advertising expenditures 
seem to be most closely related to personal disposable income, 
which has been rising fairly steadily in the U.S., as in other 
industrial countries. People have more money to spend and 
they spend it. Thus, companies supplying goods and services 
increase their earnings. Normally, advertising budgets are 
fixed as a certain percentage of earnings; the more money a 
company makes, the more it spends on advertising. 


The team next determined that in the United States (as in 
Canada) most national advertising is done on television, in 
prime time (the evening hours). There are three commercial 
TV networks in the U.S. and about four hours a day of prime 
time; thus the amount of advertising they can carry cannot be 
increased beyond a certain limit. Since network TV advertising 
time is more or less saturated, advertisers are using ‘spot’ 
commercials. ‘Spot’ advertising is handled locally. (Instead 
of Generous Motors promoting its Rattlesnake slope-six 
coast-to-coast, Honest Al, your friendly neighbourhood 
Generous Motors dealer, buys time on local radio and TV to 
promote the Rattlesnake.) By sprinkling short announcements 
throughout the day and night, but avoiding prime time hours, 
advertising coverage can be increased. 


The research staff assumed that very few people switch on 
more than one radio program or TV channel at a time. Thus 
“spot” advertising has a physical limit, just as national 
advertising does, and this limit may be in sight. If total adver- 
tising expenditures are to continue to increase as projected, 
the expansion must depend on newspaper coverage. 


The research staff was now ready to try things out on the 
computer. The first model they constructed was designed to 
show the mathematical relationship between personal dis- 
posable income and total advertising expenditures in the U.S., 
and to predict total advertising expenditures up to 1970. They 
tried out some equations and eventually found one which 
demonstrated a reasonable relationship (Model 1). Then they 
chose what seemed to them the most reasonable estimates 
available for personal disposable income in 1968, 1969, and 
1970. Substituting these values in the model, they arrived 
at forecasts for total U.S. advertising expenditures. 


The team decided that the most reasonable way to estimate 
total local U.S. advertising expenditures was to find the 
relationship to total advertising expenditures over the period 
1950 to 1967 (Model 2). Then they projected this relationship 
to 1970 using the forecasts already obtained for total U.S. 
advertising expenditures from Model 1. The same method 
was used to project total spot plus local advertising expendi- 
tures on radio and television (Model 3). 


The final Model (4) was designed to forecast local U.S. news- 
paper advertising. It was reasoned that newspaper advertising 
should increase when the overall level of local advertising 
rises, but this increase would be held back to the extent that 
the additional advertising is carried on in other media (radio 
and TV). 

Finally a correlation was established between total local news- 
paper advertising expenditures in the U.S. and total U.S. 
newsprint consumption. From this the demand for Canadian 
newsprint could be estimated. The firm was now ina position 
to make intelligent recommendations to its clients. 

—adapted from The Canadian Forest Products Industry, 

R.A. Daly & Co. Ltd., Investment Dealers, Toronto (Jan., 1969) 


Model 1 
let Ay = total advertising expenditures 


P = personal disposable income 
t = time (1950 = 50.0) 
Ay = 0.01857P + 0.27477t — 11.4536 
then A7(1968) = $18.2 billion 
A+(1969) = $19.2 billion 
A+(1970) = $20.1 billion 
Model 2 
let Ay = total advertising expenditures 
Ay, = total local advertising expenditures 


t time (1950 = 50.0) 


ATL = (0.233t + 24.126)% 


Ar 

Model 3 
let Ar = total advertising expenditures 

Ay = total spot plus local advertising 

on radio and television 

t = time (1950 = 50.0) 

Am = (0.349% — 8.728)% 

At 

ATL Amu 
then 1968 $7,153 million $2,691 million 
1969 $7,595 million $2,905 million 


1970 $7,999 million $3,108 million 


Note: the research department accepted the results of 
the model for A+,_ but decided to modify the results for 
Am very slightly. 
Model 4 
let Ay = total local U.S. newspaper advertising 
expenditure 
Ay, = total local advertising expenditure 


Aw = total spot plus local advertising 
expenditure on radio and television 
t = time (1950 = 50.0) 
Ay = 0.90A7, — 0.69A,y + 30.92t — 1346.41 
then Ayn (1968) = $5.3 billion 
An (1969) = $5.6 billion 
An (1970) = $5.8 billion 


Note: actual Ay, for 1968 turned out to be $5.265 billion. 
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The methods of scientific research and economic research have some similarities. 
SCIENTISTS HAVE TO ECONOMISTS ALSO HAVE TO 


identify identify 





These white crystals are sodium chloride. This is a co-operative enterprise. 


Classify classify 





ee . 
ss * RE 
Malaria is a parasitic disease; An oil company is classified as a goods-producing industry; 
influenza is a virus disease. a restaurant is classified as a service industry. 
measure measure 





The specific gravity of a codfish is 1.024. Canada’s net national income rose from $35.4 billion 
in 1964 to $53.9 billion in 1968. 
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CANADA'S NATIONAL INCOME 


The amount of economic research which is carried on by 
governments has grown very rapidly in the twentieth 
century, and especially since the second world war. There 
are a number of reasons for this. During the war itself the 
government had to try to put as many resources as possible 
into the war effort. This meant using the economy more 
efficiently than ever before, building up war industry and 
seeing that the right kind of workers and materials were 
available for it, making sure that enough of the right kinds 
of food were being grown to feed Canada’s own population 
and to send supplies to its allies, and preventing firms from 
wasting labour or materials on things that people could 
really do without until the war was won. In the process of 
carrying out the war effort the government had to know 
more about the economy than had ever been necessary 
in the past. It had to know how much food was actually 
being produced, by how many people, and in what sections 
of the country. It had to know how many trucks, boxcars, 
and freighters were available and how many were required 
to distribute food within Canada and ship it overseas; how 
many people were employed in the different industries, 
which ones were doing essential work, and how many were 
unemployed and could easily be moved into war industries. 
It had to know how much income could be taxed to pay 
for the war. The only way to get these facts was to have 
people keep all kinds of records of their economic activities. 
At the same time, also stimulated by the war, new methods 
—using machines like card-sorters and calculators—were 
being developed for collecting, processing, assembling, and 
analysing large masses of figures. Once these records were 
available they could be used for all sorts of economic 
research. 

New responsibilities taken on by the federal government 
after 1945 could be carried out more efficiently than was 
previously possible because of the foundation laid by gov- 
ernment research. For example, since the war there has 
been a tremendous development in airplane travel. Because 
the federal Transport Commission is concerned with travel 
through more than one province, it is responsible for pro- 
viding airports. It cannot arrange for the building of new 
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The average Canadian? 














“Candidate to inherit the earth.” 


—cartoon by Duncan Macpherson; 
reprinted with permission; Toronto Star Limited 





Alouette 1—a Canadian government 
satellite—has been described as one of the most 
successful in the world. It is used for probing the 
ionosphere. 


3,597,697 pounds! 


(Daily Bulletin of the DBS) 


research 


airports unless it knows how many people are likely to be 
using them by the time they are built (and indeed for many 
years later), how many planes will have to take off and land 
near any one city at any one time, and how long the run- 
ways need to be for the kinds of planes that will be used. 
Part of the cost is covered by a special tax on air travel, 
but beyond this the government cannot decide how much 
each taxpayer can be expected to pay for this purpose until 
it knows how many taxpayers there are and how much 
income each one has. 

The postwar development of the “welfare state,” with the 
government taking an increasing interest in and responsi- 
bility for the welfare of individuals, has, of course, further 
encouraged the keeping of records. Programs such as the 
Canada Pension Plan, family allowances, old age assistance, 
widows’ pensions, mothers’ allowances, and hospital insur- 
ance all require this kind of information. 

The federal government is doing more and more eco- 
nomic research because it is playing a growing part in the 
economic life of the country. Moreover, only the govern- 
ment is in a position to collect certain kinds of information. 
For instance, only the government has the right to know 
what your income is. What you tell the taxation division 
about your income is strictly confidential; information 
about individuals cannot even be disclosed to other govern- 
ment departments. But apart from information about 
income there are all sorts of other questions which are so 
big and so difficult that only the government can answer 
them: How much foreign investment is there in Canada? 
How many Canadian children will be entering grade 1 next 
September? What was the Canadian production of marsh- 
mallows in the second quarter of 1966? 

The fact that the federal government is in the best 
position to collect information such as this does not mean 
that only the government can use it. On the contrary, with 
the exception of confidential material, such as information 
about the income of a particular individual or the affairs of 
a specific business firm, most of the information collected 
is readily available in libraries to anyone who wants to see 
it, and it can be extremely useful. Suppose you are a shoe 
manufacturer and you are thinking of setting up a new 
factory. You want to know whether to put your factory in a 
certain town. How many people live there and might buy 
your shoes? Is electric power readily available? Is there a 
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railway within reach to carry the shoes you want to sell in 
other towns? What taxes will you have to pay for your 
land? This kind of information can be put together from 
government publications, and you would be very foolish 
to start on your factory without it. There are many other 
ways in which individuals and businesses can use informa- 
tion collected and published by the government. In the 
past few years, provincial governments have also expanded 
their research and information collecting activities. 


THE CENSUS AND NATIONAL INCOME The most fundamental 
example of economic research carried on by the government 
is the Census. A census was originally just a matter of 
counting heads to find out how many people were living in 
a particular country at a particular time. Governments 
wanted to find this out in the first place so that they could 
collect taxes to pay for their armies; such roll calls go as 
far back in history as there are written records. It is inter- 
esting to note that the first census of the modern type was 
taken in the seventeenth century in what is now Canada. 
Since then, of course, the Census has become more and 
more complicated; it involves a great deal of identifying, 
classifying, and measuring. Now the enumerator may spend 
half an hour or more asking a great variety of questions in 
each household: What are the ages of the people in the 
home? How many in the family are employed? How many 
television sets are there in the house? But a census is still 
basically a counting and classification of the population. 
It is probably true to say that without a census there could 
be no real study of economics. Of course, representative 
government is also based on a census, for it discovers how 
many people in each district should have the right to vote, 
which determines how many representatives they may elect. 

Another important kind of economic research carried on 
by governments today has made it possible to add up the 
total national income of a country year by year. Economists 
became interested in doing this only recently—during the 
past thirty or forty years—partly because the depression of 
the thirties made them worry about the state of the 
economy as a whole, and partly because of the increasing 
collection of economic facts, already noted, on which such 
measurements could be based. Now, however, Canada’s 
national income has been calculated for each year going 
back to 1926 and there are estimates back to 1867. 
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Information storage and retrieval is big business in 
the age of computers, involving many institutions 
andcorporations. Interested individuals can usually 
obtain certain kinds of information on request, 
although they may have to pay a fee. 


An example of an early census— 


“And the LORD spake unto Moses, saying, 


Take also the sum of the sons of Gershon, through- 
out the houses of their fathers, by their families ; 


From thirty years old and upward until fifty years 
old shalt thou number them; all that enter in to 
perform the service, to do the work in the tabernacle 
of the congregation. 


This is the service of the families of the Gershonites, 
to serve, and for burdens: 


And they shall bear the curtains of the tabernacle, 
and the tabernacle of the congregation, his cover- 
ing, and the covering of the badgers’ skins that is 
above upon it, and the hanging for the door of the 
tabernacle of the congregation.” 


—from the O/d Testament, Numbers 4: 21-25 


Censuses were not unknown in early times. King 
David conducted a ‘numbering,’ or census, of the 
Israelites, which was followed by a plague (Il 
Samuel 24). To this day the Ethiopians, mostly of 
the Coptic Christian faith, do not have a census 
for that reason. 


What problems would this pose for those 
responsible for planning economic develop- 
ment? 
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COMPANY ACCOUNTS 


Before proceeding to examine the national income accounts it may be helpful to consider the kind of accounts 
which are published by individual business firms in their annual reports to their stockholders. 


Federal and provincial legislation requires that certain information be disclosed, although there are variations 
in the requirements. Beyond these, the coverage of an annual report depends partly on the wishes of the 
directors and management, and partly on the wishes of the stockholders. 


While the quality of annual reports and the amount of information presented varies a great deal from one 
firm to another, the general purpose of the annual report is to show the results of the company’s operations 
during the year: production and sales, income and expenditure, and net earnings and dividends both in 
total and per share. This is accounting on a flow basis, the method used in the national income accounts. 
The annual report of a company also shows the balance sheets of total assets and liabilities at the beginning 
and end of the year. This is accounting on a stock basis, an alternative and equally good method which, 
however, is not used in the national income accounts, as will be obvious later. 





The aim of an annual report is to encourage investors to buy and hold shares in the firm, so that the value of 
existing shares will be maintained, new capital will be brought in, and the firm can continue to expand. 
Anyone who is seriously considering investing money in the stock market should obtain the annual reports 
of the companies in which he is interested and learn to read them. 


CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS —STELCO 
(Steel Company of Canada Limited) 
year year 
1968 1967 
revenue 
net sales $589,612,742 $512,385,565 
income from short-term investments 2,097,680 650,609 
591,710,422 513,036,174 
expense ae Se 
cost of sales, exclusive of the following items 445,972,895 405,496,637 
provision for depreciation 37,110,642 33,057,684 
interest on long-term debt 3,200,961 3,392,214 
provision for income taxes — current 38,671,693 8,369,825 
—deferred 1,217,000 15,987,000 
523,739,191 466,303,360 
NET PROFIT FOR THE YEAR (per share: 1968 — $279, 1967 — $194) 67,971,231 46,732,814 
retained earnings at beginning of year 330,844,125 304,629,505 
398,815,356 351,362,319 
deduct dividends declared (per share: 1968 — $1.00, 1967 —$ .85) 24,329,297 20,518,194 


RETAINED EARNINGS AT END OF YEAR 


THE INCOME STATEMENT The table shows income or earn- 
ings for the year. The major source of income for Stelco is the 
sale of its products. The value of sales is shown here on a net 
basis, after the costs of production have been met. A small 
additional source of income is the company’s short-term 
investments—money on deposit or invested in very short-term 
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$374 ,486,059 


$330,844,125 


forms such as Government of Canada treasury bills. These 
sums may represent money being held for future purchases of 
materials or equipment, or perhaps money realized from sales 
and not yet re-invested. The company will always keep a small 
balance in such a form that it can easily be turned into cash for 
contingency (emergency) purposes. But, as other parts of 


Stelco’s annual report indicate, the amount of short-term 
investments for a company which is industrial rather than 
financial may vary substantially from year to year. The income 
from such short-term investments will also vary. It will depend 
on the interest rates the company is receiving on its money. 


Against the statement of income must be set the operating 
costs. These include all the costs of production—plant, 
equipment, materials, and labour. There is also provision for 
the depreciation of plant and equipment (value lost through 
destruction or obsolescence) which Stelco calculates at about 
5 per cent a year of the cost of its fixed capital. In other words, 


CONSOLIDATED STATEMENT OF CHANGES IN WORKING CAPITAL 


additions to working capital 
from operations: 
net profit for the year 
non-cash charges for 
depreciation 
deferred income tax 


proceeds from issue of capital stock 
special refundable tax 
sundry items (net) 

TOTAL ADDITIONS 


deductions from working capital 
expenditures for fixed assets 
investments in associated companies (net) 
reduction of long-term debt 
dividends declared 
special refundable tax 

TOTAL DEDUCTIONS 


increase (decrease) in working capital 
working capital at beginning of year 
working capital at end of year 


THE WORKING CAPITAL STATEMENT The table above shows 
changes during the year in the company’s working capital. 
Sometimes this kind of presentation is called “Sources and 
Application, or Use, of Funds.” For accounting purposes the 
whole of the net profit is counted as added to working capital. 
Non-cash charges for depreciation and deferred income taxes 
(taxes which will have to be paid at some future time) are also 
added. Note that in the income table they are listed as expenses, 
but in fact these charges are not being paid in cash at the 
present time. The funds are put aside each year until the 
equipment actually has to be replaced and the taxes actually 
have to be paid. Other additions to working capital are pro- 
ceeds from the sale of shares—not part of operating revenue— 


the average life of the plant and equipment used is estimated 
at about 20 years. Costs also include interest on funds 
borrowed through the sale of long-term debentures, and pro- 
vision for income taxes according to the federal and provincial 
tax rates in effect for the year. 


After the costs of production, depreciation, interest, and taxes 
are deducted from the company’s gross receipts, what is left is 
the net profit for the year’s operations. Some of this is 
distributed to the shareholders in the form of dividends; the 
rest is added to retained earnings which will be used to 
finance future expansion. 


—STELCO 

year year 

1968 1967 
$ 67,971,231 $ 46,732,814 
37,110,642 33,057,684 
1,217,000 15,987,000 
103,864,873 95,777,498 

3,208,691 —. 

4,079,460 — 

624,489 254,504 
111,777,513 96,032,002 
33,248,526 88,816,723 
249,798 394,884 
2,000,000 250,000 
24,329,297 20,518,194 
—. 751,936 
59,827,621 110,731,737 
51,949,892 14,699,735 
123,860,587 138,560,322 
$175,810,479 $123,860,587 


and receipts from the special refundable tax which was intro- 
duced by the government temporarily in 1966 to help restrain 
inflation and refunded in instalments after mid-1968. 


The deductions from working capital are expenditures for fixed 
assets (plant and equipment), investments in associated 
companies, repayments on funds borrowed in the past, and 
the dividends paid to shareholders. The net increase in 
working capital is added to the stock of working capital as 
reported at the beginning of the year. If there has been a net 
decrease, as there may be in some years when expenditures 
are heavy, then the stock of working capital will show a 
reduction for the year. 
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION 


CURRENT ASSETS 
cash 
short-term investments, at cost (approximates market value) 
accounts receivable 
special refundable tax 
inventories 
prepaid expenses 


—STELCO 

December 37 December 317 
1968 1967 

$ 3,813,482 $ 2,775,251 

57,533,812 3,927,361 

85,040,160 83,194,774 
2,393,639 —— 

126,327,607 124,962,657 

961,314 1,080,280 


276,070,014 


215,940,323 


less 
CURRENT LIABILITIES 
bank loan _ 13,500,000 
accounts payable and accrued 54,056,067 61,827,643 
provision for income and other taxes 38,904,364 10,717,330 
dividend payable 7,299,104 6,034,763 
100,259,535 92,079,736 
WORKING CAPITAL 175,810,479 123,860,587 
special refundable tax —— 4,079,460 
investments in associated companies, at cost 20,647,391 20,397,593 
fixed assets, less depreciation 515,330,766 519,817,371 


TOTAL INVESTMENT 

less 

long-term debt 

provision for deferred income taxes 


SHAREHOLDERS’ EQUITY 


derived from: 
common shares — no par value 
authorized — 28,000,000 shares 
issued — 24,330,347 shares (1967 — 24,139,052 shares) 
retained earnings in use in the business 
TOTAL SHAREHOLDERS’ EQUITY 


711,788,636 


$131,307,577 
374,486,059 


$505,793,636 


668,155,011 


57,476,000 59,476,000 
148,519,000 149,736,000 
$505,793,636 $458,943,011 


$128,098,886 
330,844,125 


$458,943,011 


THE BALANCE SHEET The final presentation shows the The other assets are plant and equipment (fixed assets) and 
company’s financial position at the end of the year, also called —_ investments in associated companies (financial assets). Against 
the balance sheet. Current assets and current liabilities are these must be set the non-current liabilities—long-term debt 


shown first: the assets are cash, short-term investments, ac- (debentures sold and outstanding) and provision for deferred 


counts receivable (bills not yet collected), prepaid expenses 
(paid before they are due), inventories of raw materials, 
finished and semi-finished products, and, for 1968, the special 
refundable tax introduced in 1966. Current liabilities include a 
bank loan in 1967 which was repaid by the end of 1968, 
accounts payable (to other firms), and provision for taxes and 
for dividends payable. 


income taxes. (The temporary deferment of taxes arises from 
government legislation, which will be discussed later—see 
“Taxes.”) The difference between total investments and long- 
term liabilities corresponds to shareholders’ equity. Part of 
this is represented by shares of stock outstanding (some 24 
million of them) in the hands of shareholders, and the rest by 
earnings retained to finance development. 


—The tables on pages 68, 69, and 70 are reproduced from the Stelco Annual Report with permission of the Steel Company 
of Canada Limited. This is one of the largest Canadian companies of its kind and is almost wholly Canadian-owned. 
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The national accounts 


The term “national income accounts,” or “national accounts,” 
is a broad one that describes a group of accounts used 
in the kind of economic analysis we have been discussing. 


THE PURPOSE OF NATIONAL ACCOUNTS The purpose of pub- 
lishing national income accounts for the economy as a 
whole is somewhat different from that served by the annual 
report of a company. Measuring the national income gives 
us an overall picture of economic activity from year to year. 
It shows how fast the economy is growing and how it 
compares with other economies. Even more important 
perhaps, it provides us with a framework into which we can 
fit other smaller pieces of information and through which 
we can trace the effects of changes in economic policies 
and thus learn to improve them. 

For example, the national accounts show how much of 
the national income was earned in the form of wages and 
salaries, and how much of it went to business firms in the 
form of profits. If we know from the Census what the 
population was and how many families there were, we can 
measure average family incomes and figure out how well 
the average Canadian is getting on from year to year. We 
can see how much of the national income was spent by 
consumers on goods and services for their own use and 
how much by corporations on fixed investment—building 
new factories to expand production for the future, and 
stocking up on inventories as well. The national income 
figures show whether the government itself is spending less 
or more on goods and services, and how this amount is 
changing in relation to the national income as a whole. 

Much the biggest share of spending is done by individual 
consumers; this share goes up a little when times are good 
and individual incomes are rising, but does not vary greatly. 
On the other hand, the share spent by business firms in 
expanding their operations tends to go up sharply when 
times are good, or people expect them to be good, and to 
shrink, sometimes quite substantially, when times are less 
good and sales are not expected to go well. The share spent 
by the government grew tremendously in wartime, as one 
would expect. Nowadays it shows some tendency to rise 
when times are bad and business spending is down: the 
government tries to keep up the level of employment and 
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GOVERNMENT REVENUE AND 
EXPENDITURE 


in current dollars 


revenue expenditure 
1867 13,700,000 13,000,000 
1968 24,727,000,000 23,824,000 ,000 


SOURCE: Canada 1867-1967 and The National 
Finances , 1969 


Suggest two reasons for the change. 


is 


so 


REVENUE AND EXPENDITURE 
BY GOVERNMENTS, 1968 


(in billions of dollars) 


FEDERAL 


PROVINCIAL 
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Note: This chart does not include transfer payments 
between governments; nor does it include hospital 
revenues and expenditures or Canada and Quebec 
Pension Plan contributions and payments. 


SOURCE: Canadian Tax Foundation 


consumer spending at such times by substituting its own 
construction programs for the ones which business firms 
are not undertaking. When times are good, the govern- 
ment’s share of spending does not grow as fast. 

National income figures also show what is happening to 
the farm sector of the economy. The Census tells us that 
for many years people have been moving away from the 
farms and into the cities. Does this mean that the share of 
national income which is going to farmers is falling? The 
decline is not proportional, because farming is becoming 
more and more mechanized. The same amount of wheat 
can be turned out by many fewer farm workers than were 
needed before combines came into widespread use, and 
we know that new methods of raising poultry have made 
it much cheaper and more plentiful than it was in the days 
when chicken was an occasional Sunday treat for many 
families. What do all these different developments add up 
to in terms of the prosperity of farmers compared with 
other groups in the Canadian economy? We can answer 
this question only by studying both the national income 
accounts and the Census. 

Another part of the national income accounts will show 
how much of personal income goes to the government in 
taxes and, in turn, how much comes from the government 
in the form of pensions, family allowances, and other bene- 
fits. We can find out how much personal income is saved 
rather than spent. Do personal savings go up or down when 
the government adds to the amount of guaranteed family 
income by introducing family allowances or old age 
pensions? How are consumer and business expenditures 
affected by changes in tax levels? 

As an example of how to use the national income 
accounts, suppose that a union is dissatisfied with current 
wage levels and is considering a strike. The union needs 
to know whether this is a good time to strike, whether it 
will be worthwhile, whether the industry's profits are high 
enough to suggest that wages could be raised with or with- 
out raising prices. The national accounts will not show the 
financial position of the particular industry, but they will 
show whether business is good on the whole, whether 
profits in general are rising, whether consumers are increas- 
ing their spending, and whether prices are stable or moving 
up. If prices are stable, the management of the industry 
might not want to risk losing sales by raising its prices out 
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of line with others; if the price level is moving up, the fear 
of having to raise prices might not prevent management 
from allowing a wage increase if it were threatened with 
a strike. Even a fairly brief study of the national accounts 
would put the union on a much more solid footing in trying 
to decide whether to strike or not. 


MEASURING THE NATIONAL INCOME ‘The national income 
can be measured in two different ways, either by adding up 
what was earned by the factors of production—land, labour, 
financial capital, and enterprise—or by adding up what was 
spent on goods and services of various kinds. This is 
another example of double-entry bookkeeping, similar to 
the presentation in the annual report of the business firm. 
The totals are always equal: everything that is spent must 
have been earned, and everything that is earned is spent 
in one way or another. 

This statement seems to ignore saving. But, while the 
national accounts always show total earning and spending 
as being equal, the earning and the spending need not be 
carried out by the same people. Individuals should not 
usually spend quite as much as they earn because they 
need to save something for emergencies and old age. Busi- 
ness firms, on the other hand, usually spend more than they 
earn—at the same time that they are currently producing 
and selling goods they are adding to fixed investment in 
productive capacity for the future in the form of factories 
and machinery which are not yet contributing to earnings. 
This is the process through which an economy grows and 
develops. 

Government spending varies with the state of the 
economy. In bad times, when tax receipts go down, the 
government may want to undertake construction projects 
so as to keep employment up; therefore it spends more than 
it receives in taxes. Sometimes the government saves. When 
times are good and incomes and tax receipts are high, the 
economy does not need a boost from the government; in 
fact, the government wants to drain off some of the spend- 
ing power in the economy to keep prices from being pushed 
up. Then it will spend less than it takes in. 

Since the savings of some sectors in the economy, includ- 
ing government, are lent to other sectors to be spent, saving 
does not prevent total earning and spending from being 
equal to each other year by year. 
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Why is government accounting done ona 
flow basis rather than on a stock basis? 


(See page 68.) 


According to the Washington Post, Arthur M. Okun, 
American economist, “won his initial fame for 
Okun’s Law: A 1 per cent difference in unemploy- 
ment means a 3 per cent difference in real Gross 
National Product. No ifs or maybes about that one; 
it's as definite a formula as 3-in-1 oil.” 


Economic law-making in a lighter vein seems to be 
a favourite Washington pastime. Here are a few 
samples. 


@ Mills’s Law (named for 
Wilbur D. Mills, chairman of 
the House Ways and Means 
Committee): “A cut in taxes 
will yield a cut in expendi- 
tures,” 

@ Moynihan’s Law (named 
for a Counsellor to the Presi- 
dent, Daniel Patrick Moyni- 
han: “Benign neglect causes 
equal distribution of income.” 


—from the Washington Post, March 9, 1970 


See 
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GNP AND GNE The national income accounts include the 
activities of individuals, business firms, and the government. 
They are set up using a form of double-entry bookkeeping. 
Looking first at the spending side of the accounts we find 
listed (1) personal expenditure on goods and services; 
(2) government expenditure on goods and services; (3) fixed 
investment in housing, plant, and equipment by business and 
by government (fixed capital formation) ; (4) business spend- 
ing on inventories; and (5) net spending abroad (calculated 
by subtracting exports from imports ). If these items are 
correctly measured, they should add up to total national 
expenditure. Only final spending is counted; the statisticians 
are careful not to add in, for example, both the money spent 
on steel, rubber, and glass for making cars and the money paid 
by the consumers for the completed cars. 


It is not too difficult to find the right totals for personal 
expenditure, government expenditure, and net expenditure 
abroad. But the figures for business investment need special 
interpretation. When business firms expand their plants, or 
buy new machinery, they are increasing the “worth” of their 
companies by this fixed capital formation. At the same time, 


NATIONAL ACCOUNTS OF CANADA, 1968 


income (in billions of dollars) 
wages and salaries 39.4 
business income 
corporation profits before taxes 6.6 
net income of unincorporated business | 10.8 
including rents 4.2 
interest and investment income 2.6 
accrued net farm income 125 
inventory valuation adjustment —0.3 
NET NATIONAL INCOME 53.9 
indirect taxes (less subsidies) 9.7 
capital consumption allowances 8.4 
statistical adjustment —0.5 
GROSS NATIONAL PRODUCT 715 


* less than $100 million 
Figures may not add because of rounding and residual errors. 
SOURCE: DBS National Income and Expenditure Accounts 
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however, their existing fixed capital (buildings, equipment, etc.) 
is declining in value because it is gradually wearing out or 
getting out-of-date. Therefore an accurate measure of fixed 
capital formation in any one year cannot be obtained unless 
the amount of depreciation is deducted from gross spending 
on fixed investment. But depreciation can seldom be calcu- 
lated exactly. (Who knows how far a nail has rusted through ?) 
We have already seen an example of how it is estimated by an 
individual company. The overall estimate is not an easy one 
to make, and so it is not worked out as often as the figures for 
personal spending and government spending. Since, in any 
case, the rate does not ordinarily change drastically from year 
to year, government statisticians prefer to list the total, or 
gross spending on capital investment. 


Thus the total, after business spending is added to the other 
expenditure items, is called gross national expenditure— not 
“net national expenditure’—because the capital depreciation 
has not been deducted. 

On the earnings(income)side of the accounts (left) are listed 


the returns of the various factors of production: (1) wages and 
salaries (payment for labour) ; (2) business profits (payment 


expenditure (in billions of dollars) 
personal expenditures on consumer goods and services 42.4 
government expenditures on goods and services 12.1 
gross fixed capital formation 
business 
new housing She 
other construction +5 12.8 
new machinery and equipment 5.0 
government 16.0 
new housing —* 
other construction 20 | Sh 
new machinery and equipment 0.4 
change in inventories 0.7 
net spending abroad ( imports less exports ) 
exports 16.7 
imports otal te 
GROSS NATIONAL EXPENDITURE 715 
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for enterprise) ; (3) interest and investment income (payment GROSS NATIONAL PRODUCT IN CANADA 


for the use of land and capital); and (4) farm income (a 


mixture of payments for labour and for the use of land and 1926-68 
equipment). This adds up to the net national income. 
However, net national income does not match gross national reek GNPMn Bilicnsof dollars So change (7. GNP. 
expenditure, because it does not include all the costs of pro- Vee buerene marker priced My curron iierrotprice:) 
duction. What adjustments are necessary ? On the spending 
side of the accounts were included government expenditure 1926 51 - 
on goods and services, and so on the earning or cost side 1927 56 +98 
must be included government tax receipts. Direct taxes like 1998 6.0 th 74 
income tax are already included: the figures shown for wages 1929 61 x 17 
and profits are measured before taxes are paid. But indirect 1930 57 - 66 
taxes, such as customs duties, which are included in the price 1931 a7 176 
of articles we choose to buy, are added to the measurement of 1932 38 - 92 
expenditures and must also be added to the costs of production. 1933 35 _ 79 
The depreciation, or loss, caused by deterioration of plant and 1934 40 Ao 
equipment, is certainly a part of the cost of production, so it 1935 43 A 75 
too must be added in. The depreciation item is called capital 1936 46 A 70 
consumption allowances, or capital cost allowances. 1937 52 413.0 
Thus the gross national product, which is the value of produc- 1938 5.3 + 1.9 
tion as measured by its costs, is made up of net national 1939 5.6 + 5.7 
income, plus allowances for depreciation and indirect taxes. It 1940 6.7 +19.6 
is equal to gross national expenditure. 1941 8.3 +23.8 
1942 Ors +24.0 
GROWTH IN GNP To get a quick picture of how the Cana- eae ne i de 
dian economy has grown during the past years, look at the 1945 119 A 08 
table to the right. It shows the gross national product year by ; ; 

é 1946 11.9 0 
year back to 1926, as well as the percentage change in GNP 1947 13.2 $10.9 
from year to year. 1948 15.1 414.4 
The table shows that the economy was growing in the years 1949 16.3 + 7.9 
before 1929, and that it ceased to grow and even declined 1950 18.0 +10.4 
during the great depression and did not recover to the 1929 1951 i) A +17.2 
level until 1940, after the second world war was under way. 1952 24.0 +13.7 
In the early years of the war there was very rapid growth, as 1953 25.3 + 54 
the economy was mobilized for the war effort, but the GNP 1954 25.2 — OA 
levelled off in the years from 1943 to 1946 because the 1955 2719 +10.7 
economy was operating at full stretch: everything it could 1956 31.4 +12.5 
produce was needed for current use and no additions were 1957 32.9 + 48 
being made to increase productive capacity for the future. 1958 34.1 + 36 
After the war the GNP showed a strongly rising trend, except 1959 36.3 =P (8h8) 
for an occasional year of weakness or recession. Many factors 1960 37.8 + 4.1 
were responsible for the postwar boom: a sudden growth of 1961 39.1 + 3.4 
population including very substantial immigration; the need 1962 42.4 + 8.4 
to build new equipment to replace old equipment which had 1963 45.5 + 7.3 
been made to last through the war; the demand for all sorts 1964 49.8 te HS) 
of new equipment, much of it, like radar for airports, developed 1965 54.9 +10.2 
as a result of wartime inventions; and the growth of world 1966 61.4 +11.8 
demand for Canadian resources such as minerals and wood 1967 65.6 + 6.8 
products. 1968 TALS + 9.0 
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PERSONAL INCOME IN CANADA, 1968 


sources of personal income (in billions of dollars) 


wages and salaries 39.4 
net income of farm operators od 
net income of unincorporated 

business, including rental income 4.2 
profits and other investment income 4.4 
transfer payments BIS 
TOTAL PERSONAL INCOME 55.2 


SOURCE: DBS Wational Income and Expenditure Accounts 


SOURCES AND USES OF PERSONALINCOME The table above 
shows the sources and uses of personal income. 


It introduces some new terms. On the sources side are included 
not only wages, salaries, and farm income, but also the net 
income of unincorporated business—a business which belongs 
not to a group of shareholders but to an individual or family, 
so that its income counts as personal income. 7Jransfer pay- 
ments include government old age pensions, and pensions for 
widows, the blind, and the disabled ; mothers’ allowances ; and 
family allowances. They are called transfer payments because 
they are not earned income resulting from production—the 
government makes these payments out of taxes. It transfers 
money from those who are rich enough to pay the taxes to 
those who need more income for special reasons recognized 
by the government. 


On the uses or spending side of this table the most important 
figure is personal disposable income. This simply means the 
amount that individuals have left after they pay their taxes 
and make their compulsory contributions to government social 
insurance and pension programs—the amount they can choose 
to spend as they like. Personal disposable income is divided 
between purchases of goods and services and personal net 
savings. Purchases are further divided into (1) durable goods, 
such as furniture and automobiles; (2) non-durable goods, 
such as food; and (3) services, such as haircuts or laundry. 
Taxes and other transfers make up the rest of expenditures. 
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disposition of personal income (in billions of dollars) 


purchases of goods and services 


durable goods 5:5 
non-durable goods 21.0 | 42.4 
services 15.8 
current transfers to government (excluding 
direct taxes), corporations, and non-residents 0.5 
personal net savings 3.5 
PERSONAL DISPOSABLE INCOME 46.4 
personal direct taxes 6.7 
employer and employee contributions 
to social insurance and government pension funds 2.1 
TOTAL PERSONAL INCOME 55.2 


SAVING: SOURCE AND DISPOSITION Thetableon the facing 
page illustrates how saving fits into the national accounts: 
earning and spending, though equal in total, are not always 
carried on by the same sectors of the economy. 


The table shows that business fixed investment in Canada has 
been rising much faster than business saving in recent years. 
In 1968, business fixed investment was over 5 billion dollars 
more than business saving. (Business saving means business 
earnings which were not paid out in dividends to shareholders.) 
Business saving includes (1) undistributed corporation profits 
—the share of profits which is “ploughed back” into expanding 
the business, and (2) the sum set aside for replacing obsolete 
equipment—capital consumption allowances (the largest item). 


The fact that business investment has been so much larger 
than business saving is one of the main reasons for the rapid 
growth of the Canadian economy: business firms have been 
able to expand productive capacity at the same time as they 
are making goods for current sale. In order to spend more 
than they save, business firms have to be able to draw in 
savings from the consumer sector of the economy—from 
individuals who are not spending all of their incomes— 
through the lending activities of banks and other financial 
institutions. Note also that in addition to domestic savings 
Canada had to draw in 0.3 billion dollars from abroad to help 
finance the business expansion. This means that Canada’s 
imports exceeded exports by that amount in 1968. 


SOURCES AND DISPOSITION OF SAVING IN CANADA, 1968 


sources (in billions of dollars) 


personal saving 3.5 
corporation and government business enterprise 


undistributed corporation profits ad 76 

capital consumption allowances 4.5 ; 
government saving 3.1 
miscellaneous valuation adjustments S74 
TOTAL NATIONAL SAVING 17.3 


SOURCE: DBS National Income and Expenditure Accounts 


GOVERNMENT REVENUE AND EXPENDITURE For the pur- 
poses of the national accounts, statisticians lump together all 
levels of government—federal, provincial, and municipal—to 
distinguish the public or government sector of the economy 
from the private sector (which in turn is divided into business 
and individual consumers). The table below shows the govern- 
ment’s accounts: its revenues and expenditures. The largest 
group of government expenditures is for goods and services. 


disposition (in billions of dollars) 


gross fixed capital formation of business and government 


housing heed 
non-residential construction 73 | 16.0 
new machinery and equipment 5.4 

additions to inventories 0.7 


surplus (+) or deficit (—) on current account 


with non-residents —0.3 
statistical adjustment 0.9 
TOTAL DISPOSITION OF SAVING 17.3 


The largest source of revenue is direct taxes, which include 
personal direct taxes (income tax, succession duties, and estate 
taxes) and corporation profit taxes. Almost as large are indirect 
taxes, which include sales and property taxes levied by provin- 
cial and municipal governments, as well as customs and excise 
taxes levied by the federal government. The figures in the table 
below show only current budget revenues and expenditures; 
they do not show government loans and investments. 


GOVERNMENT REVENUE AND EXPENDITURE IN CANADA, 1968 


revenue (in billions of dollars) 
personal direct taxes 8.4 
corporation taxes 2.8 
indirect taxes 10.3 
other current transfers from persons 0.6 
investment income 1.6 
TOTAL REVENUE 23.7 


SOURCE: DBS National Income and Expenditure Accounts 


expenditure (in billions of dollars) 
goods and services 2a 
transfer payments to persons (excluding 

interest on public debt) 5.3 
transfer payments to business and non-residents 0.9 
interest on public debt A} 
saving 3.1 
TOTAL EXPENDITURE 23.7 
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DISTRIBUTION OF LOW-INCOME 
NON-FARM FAMILIES 


number of families 
(in thousands) 


by place of residence 


metro- 
politan 


other 
urban 


rural 






by region ° 


Atlantic 





Quebec 


Ontario 


Prairies 


B.C. 





Average incomes of low-income families in 1961 were: 


WO DersSONsunifamilysecaemeretcteieeta lee meee ee el cay 
Threeipersonsinifamily ewe. erent api rieeres Ineo 
Four personsin familVacesmmenciciiciiern sina mins 2,342, 
FIVEsOn MONE DETSONS he teets cierto. crstsreue earn aksncere intros $2,707 


Note: There are a number of special difficulties in 
defining and estimating the incomes of farm 
families, and the figures in this area are not much 
more than educated guesses. It would appear that, 
in 1961, roughly 150,000 farm families, comprising 
perhaps 550,000 persons, may have been living 
below the income levels set forth above. The 
addition of these people to the non-farm group 
would have brought the low-income percentage for 
all of Canada, including farms, to just under 29 per 
cent on the basis of the definition employed. 


SOURCE: Economic Council of Canada, Fifth Annual Review; 
The Challenge of Growth and Change (September, 1968), 
pp. 109, 111 


Where would you put the “‘poverty line”’ in 
your community ? 


Unequal distribution of income 


Although the study of Canada’s economy is based on 
aggregate data for the country, it is necessary to remember 
that the economy is by no means homogeneous. What 
is true for Canada as a whole is not necessarily true for 
particular regions, provinces, cities, or rural areas. However, 
basic research on the national economy is a necessary foun- 
dation for the study of regional problems. This area of 
research is now developing rapidly but if the results are to 
be significant they must be related to national totals and 
averages. 

It has become increasingly clear in recent years that the 
distribution of wealth throughout the country is very 
uneven. The terms “wealth” and “poverty” cannot be 
defined very precisely. Poverty is usually understood to 
mean “not having enough.” At the time of the 1961 Census 
the Dominion Bureau of Statistics defined low-income 
families as those spending 70 per cent of their incomes on 
food, clothing, and shelter. At that time this would have 
classified a family of four with an annual income of $3500 
or less as “low-income.” More recently the Economic 
Council of Canada has used a level of $4000 for families 
of three or four persons and $5000 for larger families as 
“low-income” in its studies. The significance of these figures 
depends partly on other factors such as location, the level 
of income and savings in past years, the accumulated stock 
of capital equipment, the availability of non-cash items such 
as home-grown food, and family skills in making and 
repairing whatever the household needs. A family with a 
much higher income can experience unexpected disasters 
which suddenly reduce it to poverty. Some people are poor 
regardless of income because their problems are self- 
inflicted: poor spending habits, lack of planning, or impul- 
sive indulgence in unnecessary luxuries. 

Poverty in Canada has been extensively surveyed, notably 
by the Economic Council. It has concluded that almost 
one-quarter of the population in Canada lives below the 
“poverty line.” This is an extremely serious charge. Much 
of the poverty is regional: the worst areas are found in the 
four Atlantic provinces and in eastern Quebec. This part 
of the country is remote from accessible markets and lacks 
(with a few exceptions) really first-rate agricultural land. 
Moreover, the traditional skills (like boat-building and 
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fishing ) no longer support an acceptable standard of living 
for the population. 

Regional poverty is probably the most difficult internal 
problem facing Canada. Other kinds of poverty may appear 
more dramatic; but they affect fewer people, receive fre- 
quent publicity, and appeal more readily to the consciences 
of the comfortably-off majority of citizens who can be 
expected in time to sanction remedial measures. For 
instance, the original immigrants—the Indians and _ the 
Eskimos—constitute a small, but important class of “poor” 
Canadians; they have suffered centuries of neglect. 

A substantial share of cases requiring public welfare or 
charitable support in Canada are households headed by 
women. There are widows and divorcees with children. 
There are wives whose husbands have deserted them. There 
are unmarried mothers. Such households tend to have 
incomes below the national average because many women 
have not acquired advanced vocational skills before starting 
their families or have not been free to up-grade their 
qualifications. At the same time, welfare and tax legislation 
may not make sufficient allowance for the special problems 
of single-parent families. 

Some people are poor because they are old. Inflation has 
reduced the value of their savings. Perhaps their working 
years were disrupted by wars and depressions, and they 
were not able to save at all. The problem of poor old 
people, and the efforts to deal with it, will be discussed in 
a later chapter. It is enough to say at this point that the 
question is in the public domain—no politician can neglect 
it. Another type of poverty might be called ethnic—that is, 
related to racial origin. Much of ethnic poverty is obviously 
temporary: recent immigrants may, as a result of language 
problems and certain cultural attitudes (such as disap- 
proving of education for girls) experience hardship for 
some years. 

The extent and nature af poverty in Canada has now 
been fairly well identified. Furthermore, public opinion has 
been aroused, and all political parties pay more than lip- 
service to the idea that poverty is a disgrace to a nation as 
well-endowed as Canada. In a democracy an economic 
problem can affect political trends rapidly and forcefully 
once it becomes a public issue. A firm political decision to 
abolish poverty would lead to a search for practical methods 
of achieving this aim. 
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Poverty and degradation go hand in hand. 


A young social worker, Michael Harrington, wrote 
a shocking and very influential book, The Other 
America, published in 1962. He describes the 
“invisible poor’ who existed, almost unnoticed, in 
the midst of the richest society in the world. 
Friendless old people, dwellers in black ghettoes, 
subsistence farmers in the Appalachians, skid-row 
alcoholics, Mexican-American migrant labourers, 
were ignored by the affluent majority who rarely 
or never saw them. 


Are there “invisible poor’’ in Canada? 
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THE PROBLEM OF REGIONAL DISPARITIES 


One of the most persistent problems facing both federal and provincial governments is that of “regional 


’ 


disparities.’ 


At every federal-provincial conference the Atlantic provinces press their claim that the 


alleviation of regional disparity must be the federal government's number one priority—even more than such 
issues as resolving the problems between English-speaking and French-speaking Canadians. The provincial 
governments, in turn, are faced by demands from the poorer regions within their borders for special aid to 
bring standards of living there closer to those of the big cities. 


FEDERAL ACTION Over the years, the federal government's 
reaction to these demands has taken different forms. In the 
sphere of federal-provincial financial relations, there has always 
been some attempt to bring the financial capacities of the 
poorer provinces closer to the Canadian average. This was 
done in the early years of Confederation through special pay- 
ments to individual provincial governments on a per capita 
basis or some similar formula. Later, special payments were 
made to the poorer provinces through means such as adjust- 
ment grants to the Atlantic provinces. At present, the federal 
government attempts to raise the financial capacity of the 
poorer provinces through a system of equalization payments. 
These involve transfers to all provinces whose tax-raising 
capacity is below the Canadian average, to bring them up to 
the average. All provinces now receive such payments except 
Ontario, British Columbia, and Alberta (which has the highest 
revenue-raising Capacity per capita of all the provinces, because 
of the revenues derived from oil resources). The federal 
government also tries to build up the financial abilities of 
poorer provinces to provide services by the way it allocates 
funds to the provinces through shared-cost programs. For 
instance, in a program such as medicare, each provincial 
government receives federal support to the extent of 50 per 
cent of the national average per capita cost of the program. 
Thus some of the poorer provinces, with lower per capita 
costs, receive as much as three-quarters of their total costs. 


The federal government also redistributes income from richer 
to poorer regions by its policies for raising revenues and by 
the kinds of expenditures it undertakes. While over 40 per cent 
of the federal government's revenue originates in Ontario, for 
example, it is doubtful that over 30 per cent of federal govern- 
ment expenditures are made in that province. On the other 
hand, Quebec and the Atlantic provinces receive a higher 
proportion of federal government expenditures than they 
contribute in revenues. Most programs in the social security 
field have this kind of redistribution effect—just think of Un- 
employment Insurance or the Canada Assistance Plan. 


But, increasingly, the federal government is attempting to 
alleviate regional disparities by other means. In 1968 a federal 
Department of Regional Economic Expansion was created with 
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the aim of combining a number of programs into an overall 
attempt to build up economic activity in poorer parts of the 
country and to provide an infrastructure—roads, sewer projects, 
hydro dams. The Department designated almost all of the 
Atlantic provinces, Quebec (outside of the Atlantic area), 
northern Ontario, and selected parts of western Canada as areas 
where secondary manufacturing industries were to be given 
special incentives to locate. In March, 1970, an additional 
set of “special areas” was designated, where federal assistance 
could be made available for many types of economic de- 
velopment. The Department is working with the Atlantic 
provinces and Quebec on comprehensive development pro- 
grams. In Ontario and the western provinces, the Department 
co-operates with the provinces to alleviate rural poverty through 
ARDA (Agricultural and Rural Development Administration). 


Overall, these federal programs have had the effect of gradually 
reducing the difference between the incomes of people in 
Ontario and British Columbia and the incomes of those living 
in poorer areas such as the Atlantic provinces. The Economic 
Council of Canada found that, in the thirty-five years between 
1926 and 1961, there was almost no reduction in differences 
of income between people in the rich and the poor provinces. 
Since 1961, however, there has been a considerable narrowing, 
particularly if per capita disposable income, which is income 
after taxes, is used as a measuring stick. 


PROVINCIAL ACTION Not all action to reduce regional dis- 
parities has been carried out by the federal government. The 
provincial governments have also become involved, both in 
trying to raise average standards of living in their provinces so 
that they will be closer to those of their wealthier neighbours, 
and in attempting to reduce disparities within their borders. 


Generally speaking, the degree to which the provinces provide 
special incentives for new industrial location ranges from a 
high in the east down to little or nothing on the west coast. 
The province of Newfoundland, for example, has found that 
to attract industries to the island it has had to offer a wide 
variety of financial concessions, from subsidized power and 
other services to local and provincial tax exemptions. The 
province of Nova Scotia has, through its Crown corporation, 
Industrial Estates Limited, offered sizable grants and loans to 
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manufacturing firms to settle in the province. It has even gone 
to the extent of purchasing and operating the only steel mill 
in the province, when its private owners were ready to 
close it down. 


Financial incentive programs for industrial development in the 
Atlantic provinces have had an up-and-down history. Because 
the region is isolated from major consumer markets and 
suppliers of machinery and equipment, most manufacturing 
industries would not locate there without financial incentives. 
All the Atlantic provinces have had successes in attracting 
industries, but at least three of the provincial governments have 
come under fire at times for providing substantial assistance 
to firms which have later gone bankrupt. 


For several years the government of Quebec has been in the 
industrial development business through the General Invest- 
ment Corporation (Société Générale de Financement). The 
Crown corporation has organized a number of smaller firms 
within individual industries and given them financial and 
managerial assistance. Thus it has managed to create larger, 
stronger firms, much better able to compete. In 1968, the 
Quebec government initiated a program of grants to new 
industries locating in the province outside the Montreal area. 
The government has also attempted to assist manufacturing 
firms within the province by following a practice of giving a 
preference to Quebec firms in the purchase of goods for 
government departments and agencies. 


Ontario perhaps has had least need to provide special entice- 
ments to manufacturing firms to locate in the province, since 
over half of the goods manufactured in Canada are manu- 
factured there. The province has, however, through the Ontario 
Development Corporation’s Equalization of Economic Oppor- 
tunity programs, provided low-interest and forgiveable loans 
to new and expanding industries in designated centres away 
from the manufacturing belt of southwestern Ontario. 


Manitoba, through its Development Corporation, has followed 
some approaches similar to Ontario’s in industrial development. 
Saskatchewan, in the immediate postwar years, experimented 
with government ownership of a number of manufacturing 
firms with a varied record of success. Alberta and British 
Columbia, where resource development has been booming, 
have had little recourse to special incentive schemes. 


To a certain extent, all provinces follow practices in provincial- 
municipal financial relations which have the effect of providing 
higher assistance to poorer municipalities. In Ontario, for 
instance, local school boards receive anywhere from 20 to 80 
per cent of their total revenues from the provincial government, 
depending on local financial capacity. 


Increasingly, provinces are moving into more sophisticated 
programs than the traditional use of industrial incentives. 


In several provinces, regional development programs, which 
provide for co-operation between provincial and local govern- 
ments in regional planning, have been established. Quebec 
and Ontario, the most populous provinces, have embarked on 
particularly ambitious programs of regional planning. Generally, 
regional planners are committed to some decentralization from 
major metropolitan areas, but recognize that the shift of people 
from rural to urban areas in Canada will continue. Often 
regional plans are built around a growth centre concept: 
concentrating development within a single region in a single 
urban centre, which can provide much more efficient services 
and other facilities than if development is scattered around a 
number of smaller centres. Regional planning normally in- 
cludes land-use policies—to prevent urban sprawl and preserve 
valuable land for recreational and agricultural purposes. 

The attempts by governments to decentralize economic activity 
and reduce regional income disparities raise a number of 
difficult economic questions. Conflict often arises between 
rapid national economic growth and the balance of economic 
activity among regions. If governments were concerned only 
about encouraging the most efficient and rapidly growing 
economy possible in Canada, the rich regions and large urban 
centres would tend to get richer and the poor regions poorer. 
The industrial heartland of southwestern Ontario, for example, 
is in the best location in Canada to benefit from any reduction 
in tariff barriers with the United States. When a free trade 
agreement for the automotive industry was signed with the 
United States it was this region which benefited by the new 
plants which were established. Similarly, British Columbia, 
already rich, seems destined to grow fast in the immediate 
future, as world-wide demand for its natural resources is likely 
to grow rapidly. If governments use incentives to get firms to 
locate in regions where they cannot operate economically, 
overall Canadian growth may suffer. 

Economists often suggest that more stress should be placed on 
programs that assist labour to move from areas of high unem- 
ployment and low productivity to areas where there is a much 
better economic future. Such programs have been tried and 
are now in operation but they do have drawbacks. What often 
happens is that the people who move are the most highly 
qualified in the area, and when they leave the community is 
much worse off than before, with a high proportion of people 
dependent on public assistance. 

The problem of the distribution of wealth among people and 
regions is one of the most important facing economists and 
governments today. At least there are central and provincial 
governments in this country which attach a high priority to 
dealing with them. The very similar problems of vast income 
disparities between rich and poor countries may be much 
tougher to solve. 
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Provincial and municipal road departments must invest in 
snow-clearing equipment. 





What chance here for a refrigerator salesman ? 
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In most countries the inhabitants can get along with 
fewer clothes than Canadians need. Except for those 
who live in a small corner of British Columbia, 
Canadians must have three wardrobes—warm, pro- 
tective clothing for winter; lightweight, well-venti- 
lated summer clothes; and a variety of garments for 
in-between weather. Elsewhere in the world, includ- 
ing much of the United States and the developed 
countries of western Europe, fleece-lined boots and 
earmuffs, galoshes, and parkas are unknown. Why 
are New York and Washington paralyzed by the 
blizzards which occasionally hit them (and which are 
blamed on “icy winds from Canada”) ? One reason 
is that the people are not equipped for the sort of 
weather that Canadians take for granted. 


Automobiles for the Canadian market need to be 
equipped in order to function in extreme weather 
conditions. This makes them more expensive. 


Canada, like every other country in the world, has a 
housing crisis. Housing experts say that at least 
twenty-five per cent of Canadian housing is inade- 
quate, or “substandard.” But the standard is neces- 
sarily high. A house which would be labelled as 
inferior in Canada (no central heating, no indoor 
plumbing, no storm windows, no insulation, no 
screens, no garage or carport, no indoor drying area 
for the laundry) might seem perfectly adequate in a 
country with a more moderate climate. 


But Canada is not just a cold country—in the summer 
most settled regions experience prolonged hot spells. 
So Canadians, unlike the people of many parts of 
Europe, need refrigerators. These are also expensive. 
High-rise office buildings and some apartments re- 
quire air conditioning, which may be built in or added 
by the tenants. Gardens need to be watered in the 
summer. Costly irrigation projects have been con- 
structed in some western provinces to overcome 
drought conditions. 


THE BASIS OF NATIONAL WEALTH 


Today some nations are classed as rich, others as poor. But 
even in the richest countries there are some areas politely 
called “regions of economic stress.” Moreover, certain 
classes and races in the United States and Canada do not 
participate in the benefits of economic growth. And in 
many countries (like India, Haiti, and South Africa) some 
of the inhabitants live like emperors, while the mass of the 
population lacks the basic necessities for a healthy life. 
The economic factors which determine national or, for 
that matter, regional or local wealth or poverty function 


differently in different countries. This chapter discusses ~ 


these factors as they operate in Canada, which has been 
called “the world’s richest underdeveloped country.” 

Political leaders from the Fathers of Confederation 
through Wilfrid Laurier (“The twentieth century belongs 
to Canada”) to John Diefenbaker (“The Vision of the 
North”) have been fond of making grandiose predictions 
of Canada’s destined prosperity. Inevitably, they have 
attracted the attention of satirists. Hear the Honourable 
A. E. Windheaver, Minister of Grasshopper Control and 
Foreign Affairs in the Saskatchewan government, in full 
oratorical flight: 


“We've got the entire north country unexplored and 
undeveloped. Think of it! Over four million square miles 
of solid rock. And we are going to use that money to put 
the agriculture of Saskatchewan on a solid footing.” 

—from Sarah Binks 


It would be a pity to bring the Honourable Minister 
down to earth, or even “solid rock,” but a more realistic 
assessment uncovers some inescapable problems. Canada is 
a country with a very large area, a comparatively small 
population divided in language and culture, a moderate 
amount of good cropland, huge natural resources located 
in awkward places, the richest and most powerful nation 
in the world located across its southern border, and the 
largest and second most powerful along its northern limits. 
That Canadians have achieved a relatively high average 
standard of living is partly through luck, and partly through 


skill in turning disadvantages into advantages. 
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The full title of Adam Smith’s “pioneer work on 
economics,’ written in 1776, is An /nquiry into 
the Nature and Causes of the Wealth of Nations. 
In 1968 a Swedish economist, Gunnar Myrdal, 
published Asian Drama, subtitled An /nquiry into 
the Poverty of Nations, in which he studies certain 
nations of southeast Asia, such as India, Ceylon, 
and Thailand. The book is expected to become a 
classic work on the problems of economic 
underdevelopment. 





“AND WHAT ABOUT THE ROADS?” 


—illustration by J. W. McLaren from Sarah Binks by Paul 
Hiebert; reprinted by permission of the Oxford University 
Press, Canadian branch 


The satirical novel Sarah Binks by Paul Hiebert, 
now living in Carman, Manitoba, won the Leacock 
Medal for humour in 1948. 


23 22324 2a se Zz. 


QOOOKS QQPS? OX? ore, 
SoS GIG IGP 9 
Meeetetsteererartateteeer ere ererereneeeeeteee, 
SSS 5555252999355. 59550505055 250555 
SSSR KKK KIO GS 
5S CR K OO SCN 
SKK KR racetaretareararenenene betel, 
rretetatatetetetet’, S555 5 O I IF 
KIC 
rele 





XD 
Wego OX? 
os 





























“< 


eietaee SALVWIT9 NIVLNNOW 


























(Jeuuns Wem) 
IVLNANILNOO LSIOW 











SRK KN 








GIyV-IWAS 








(49uUUNs {009) 
TVLNANILNOSD LSIOW 























(4auWUNS [O09) 
ANIYVW 






































DILOYVEANS 


é]UaWAl}I1as JO} ajqejINs a1OW Saas YO!IU\\ 
"eLaqiS YIM YOU UeIPeUeD ay} asedWOD ‘sej}e PjJOM e buis-) VOVNV) 40 SANOZ JLVWIN9 


One of the disadvantages is weather. Very few people 
have spoken kindly about the Canadian climate. The 
philosopher Voltaire congratulated King Louis xv on losing 
New France to the British: “What has he lost? A few acres 
of snow.” However, especially in the optimistic nineteenth 
century, the people who were enthusiastic about Canada 
claimed that the severe climate was a positive benefit. 
Shirkers and slackers could never stand to live under such 
horrible conditions—they would go elsewhere. Those who 
responded vigorously to challenges would be stimulated to 
great efforts, and would in time build a great “Nation of 
the North.” 

There is something in what they said. Most of Canada 
is by turns too cold, too hot, too wet, and too dry for 
comfort. In order to achieve a reasonable standard of living, 
Canadians must work very hard to supply themselves with 
goods which are not necessary in many other parts of the 
world. Climate is a major reason why Canada is, and prob- 
ably always will be, a comparatively high-cost country. Yet 
it is supposed to have one of the highest living standards 
in the world. Perhaps the theory that a rugged climate can 
be an economic advantage is sounder than it seems at 
first glance. 


Canada’s staple products 


Canada’s early growth was based on the exploitation of 
staples—goods, such as fish and fur, which could be pro- 
duced in quantity and shipped to distant markets after 
a minimum of processing. (Agricultural products also 
count as staples, although the modern tendency is to 
process them before export.) Reliance on staple products is 
generally considered to be a characteristic of an immature 
or undeveloped country by economic historians who have 
been inclined to use England as a model and to judge the 
development of younger economies according to their 
resemblances to the English experience. 

In the early Middle Ages, England’s chief trade was the 
export of raw wool to Europe. By the late Middle Ages, 
the wool was spun, woven, and dyed before export, since 
more money could be made by the sale of manufactured 
cloth. The additional profits could be invested in other 
industries, and in exploration and colonization. The colonies 
became the suppliers of staples, while the mother country 
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The optimistic nineteenth century— 


Fifty years of ever-broadening Commerce ! 
Fifty years of ever-brightening Science ! 
Fifty years of ever-widening Empire ! 


—Alfred Tennyson, from “On the Jubilee of Queen Victoria’ 


(1887) 





This world-famous cataract is an economic dis- 
advantage, since it interrupts navigation on the 
Great Lakes system. But it is also an economic 
benefit, since it makes possible the generation of 
hydro-electric power and attracts crowds of 
tourists. 


Staples The usual characteristics of a staple product are: 
(1) production in quantity, (2) bulk shipment to market with 
little or no previous processing, (3) standardized quality, so 
that a distant buyer can order with confidence. 





Benjamin Franklin was one of the chief American 
negotiators at the peace conference which followed 
the American Revolution. He suggested to the 
British that Canada would be just a nuisance to 
them, and generously offered, on behalf of the 
United States, to accept the burden of all that 
useless real estate. 


concentrated on manufacturing and exporting finished 
goods. It was classed as a “mature” economy; the colonies 
and dependencies were called “immature.” 

Canada has not followed the British pattern of develop- 
ment. World trade conditions have changed. The globe is 
no longer divided into “mother countries” on the one hand, 
and “colonies” or “economic dependencies” on the other. 
Export of unprocessed staples is considered to be “respect- 
able” if the exporting country also has its own manufactur- 
ing industries and internal market. This is Canada’s position. 
Resources of raw materials are far greater than the popu- 
lation’s requirements for its own use. It makes sense to 
export them to countries who need them. At the same time, 
Canada has growing manufacturing industries which pro- 
duce more than enough for the domestic market. These 
manufactured products are also exported. 


FISH AND FUR Until the early nineteenth century, fish and 
furs were Canada’s great staple products. The cool waters 
of the eastern continental shelf provided ideal conditions 
for the schools of cod and other large fish which were 
caught in nets, preserved by drying or salting, and exported 
in huge quantities. This provided much-needed protein food 
for Europe and the West Indies at a time when canning 
and refrigeration had not been invented. 

The Canadian fur trade, probably even more than the 
eastern fisheries, established and preserved a British North 
American identity. Because of the cold weather the native 
animals had evolved thick high-quality pelts much in de- 
mand in Europe. Montreal and Hudson Bay were the 
centres of the fur trade. The Hudson’s Bay Company had 
its headquarters in London, and, after the conquest of New 
France, Montreal fur-trading interests also established con- 
tact with London. Thus the fur-trading companies built up 
a mutually advantageous connection with rich English 
businessmen and their associates. 

When the American Revolution led to the loss of the 
Thirteen Colonies there was a certain amount of feeling in 
London that the Americans might as well be allowed to have 
the rest of the North American possessions—this would save 
Britain the cost of government and defence. However, there 
were enough important Englishmen and Scotchmen who 
had money invested in the Canadian fur trade to put pres- 
sure on the government to retain the “few acres of snow.” 
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FOREST PRODUCTS The third great staple of Canada was 
wood and wood products. Much of the country can grow 
trees of a sort, and the demand for forest products has 
always been high. In the extreme north, of course, trees will 
not grow. The icecap is infertile and the tundra region has 
too short a growing season, soil which is too thin to support 
growth, and not enough precipitation. Lack of water ex- 
plains the absence of trees on the prairies. The St. Lawrence 
Lowlands and parts of British Columbia and the Maritimes 
can support hardwoods, which are still in demand for 
flooring and high-quality furniture. The cool northern 
regions, unsuitable for agriculture, produced softwoods 
which, it was found, could be converted to wood pulp and 
thence to paper. 

Before the growth of the pulp and paper industry, paper 
was scarce and expensive. Cheap paper made mass educa- 
tion and mass communication possible for the first time in 
human history. The growth of modern business and industry 
was promoted by greatly increased supplies for records and 
correspondence. Canada has made a substantial contribu- 
tion to this growth—it is now the world’s leading exporter 
of pulp and paper. 


AGRICULTURAL PRODUCTS In the early twentieth century, 
Canada became famous for agricultural exports. A trans- 
continental railway—the cpr—had been completed in 1885. 
It crossed a wide belt of potential wheatland, which 
attracted settlement as soon as comparable land in the 
United States was taken up. World market conditions made 
the opening of the west profitable, growing world demand 
encouraged the expansion of grain farming, and the great 
wheat boom brought a “takeoff” in Canadian development. 

The characteristics of the prairies were basically respon- 
sible for their prosperity. A large part of the region was 
natural grassland, similar to the steppes of Russia. Where 
there was not enough rainfall to support forest trees, a 
tough thick sod, when it was ploughed under, helped to 
retain moisture and added fertility to the soil. The cool, 
fairly dry climate was ideal for growing hard wheat, the 
most desirable grain for export. 

But the climate proved to be treacherous. The Canadian 
wheat belt is subject to variations in temperature and 
precipitation from year to year, and climate cycles (prob- 
ably, indeed almost certainly, governed by sun spots) 


The basis of national wealth 87 





Maples grow in many parts of the world. But the 
combination of long cold winters and strong spring 
sun induces an uprush of sugary sap in the 
Canadian hard maple. 


The pioneers used wood for fuel, and cut the larger 
trees for export to more densely populated countries 
where supplies of lumber and timber were ex- 
hausted. When clearing their farm land they often 
burned most of the wood and sold the ashes, which 
were used for making soap. They treated wood 
perhaps as carelessly as today most Canadians 
treat paper. 


The wife of Governor John Graves Simcoe of 
Upper Canada passed the winter of 1791-2 in 
Quebec City, before moving to the mosquito- 
infested forests of her husband’s domain. She 
enjoyed the dinner parties, dances, plays, excur- 
sions, and miscellaneous visiting of that social 
capital, but nearly died from the heat of houses 
where “I looked at the Fahrenheit thermometer in 
the room and it was 74. They said it had been 86 
at Chief Justice Smith’s a few evenings ago.” 
Also: “... wood is a very dear article from the 
quantity consumed, it costs us near 4 shillings a 
day. The stoves and dancing spoil one’s cloaths.” 


—Mrs. Simcoe’s Diary (1965 edition) 


Compare Canada’s soil zones with its climate zones (see page 84). 
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left: Morden, Manitoba—Chernozem soils of the 
western wheat belt are rich, dark, and deep. 
Because the climate is dry, humus from the decay 
of natural grasses and their roots is not lost through 
leaching. 


right : Truro, Nova Scotia—The podzol soils found 
in much of Canada are not very fertile. They were 
developed under cool, humid conditions, and are 
thin, sandy, and acid. Humus (from decay of 
vegetable matter) tends to be leached out. 
Coniferous trees, which tolerate acid soils, and 
usually have long tap roots, can prosper. Podzols 
can be made more fertile if soil conditioners and 
nutrients are added. This is costly. 


Minerals In official government statistics, minerals include 
both metals, like iron, and non-metallic minerals, like asbestos; 
and also petroleum, natural gas and peat moss, which are 
decomposed organic material. Not only is Canada the third 
greatest producer of minerals in the world, it is the greatest 
exporter. 


change the growing conditions. In one year there may be 
too much precipitation—the grain may be damp and subject 
to rot. In other years there may be drought or hailstorms. 
Cold weather may delay or prevent the crop from maturing. 
Worst of all, repeated cropping and ploughing may expose 
the ground to drying winds and the fertile topsoil may blow 
away. This has happened in some places: desert conditions 
now prevail in parts of southern Saskatchewan and Alberta. 

The unreliable climate of the settled regions of Canada 
has placed burdens on all forms of agriculture, when com- 
pared with the regions of similar development south of the 
American border. Farmers in Canada, while producing 
crops of exceptionally good quality in favourable years, 
suffer more frequently from crop loss when weather con- 
ditions are bad. An Ontario apple grower, for instance, may, 
in a generally good year, harvest better apples than his 
counterpart south of the Great Lakes, but he is likely to 
experience more years in which his apple crop is damaged 
by a late spring, a cool summer, an early frost, or all of 
these. The average income of Canadian farmers is likely to 
be lower than that of comparable American farmers. There 
are other reasons than climate for this—for instance, the 
greater distance over which the Canadian farmer must ship 
his goods to market—but climatic variations from year to 
year tend to create a built-in disadvantage for Canadian 
agriculture. 


Canada’s mineral resources 


Canada is unusually well endowed with mineral resources: 
in fact, at the present time it is thought to have the best 
“resource base” of any mineral-producing nation. 

For various reasons, some minerals are imported. There 
is very little tin in Canada and no bauxite (the ore from 
which aluminum is made). Petroleum, iron, and coal are 
imported, not because they are in short supply, but because 
the cost of transportation within a very large country some- 
times makes it cheaper to bring in bulky goods from a 
foreign source. Occasionally a mineral resource is not worth 
developing. Diamonds can be found in Canada, and pros- 
pectors do waste their time looking for potential mines, 
but the recovery of diamonds would require a tremendous 
amount of cheap labour—almost slave labour. Since Canada 
is a high-cost country, the workers needed to operate a 
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diamond mine do not exist within its borders. Furthermore, 
synthetic diamonds can be manufactured, and the industrial 
need for this mineral (useful in grinding and polishing, as 
well as for drill heads) may in the future be satisfied with- 
out resort to the natural product. Canada is more likely to 
concentrate on those minerals which can be produced and 
exported profitably at current market prices. 


Location The Atlantic provinces contain a rich variety 
of minerals. Labrador has important reserves of iron ore; 
since it is part of the Canadian Shield, this is not surprising. 
The rest of the Atlantic provinces, being Appalachian, are 
folded formations. Deposits tend to be small and low-grade. 
Modern mining techniques stress large-scale activity—hand 
labour has been replaced by heavy machinery—and_ work 
best when really massive ore bodies are involved. Never- 
theless, some major mining operations have been estab- 
lished—coal in Nova Scotia, and iron ore on the island of 
Newfoundland. New Brunswick is known to possess reserves 
of a variety of ores—zinc, lead, copper, and silver—some of 
which are being developed. Considering the small size of 
New Brunswick, and the fact that so much of its known 
resources have yet to be exploited, its total mineral output 
is impressive. Most of the province of Quebec south of the 
St. Lawrence River is also Appalachian formation: much 
of the world’s asbestos is produced here. 

The Precambrian Shield, which forms the surface rock 
of one-third of Canada, contains the ores of precious metals 
(gold and silver), base metals (like lead, zinc, and copper), 
a variety of metals used in alloys (like nickel, cobalt, and 
magnesium), extensive reserves of uranium, and numerous 
non-metallic minerals (such as mica, talc, asbestos, and 
nepheline syenite). The accidental discovery of silver, while 
the railway was being built across the Shield in the early 
years of the twentieth century, led to active prospecting for 
other minerals, which resulted in the discovery of the gold 
and copper areas of northern Ontario and Quebec. 

The flat-bedded sedimentary rocks of the Great Plains 
have been found to contain fossil fuel resources, particularly 
natural gas and petroleum. Non-metallic minerals, including 
salt, potash, and sulphur, are also abundant. Farther west, 
in the Cordilleras, there are extensive reserves of metals, 
other minerals, and fuels. Coal, asbestos, lead, zinc, ura- 
nium, and precious metals are some of the most important. 
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Although you should not waste money prospecting 
for diamonds in Canada, since the chances of 
discovering a “pipe” through deliberate search are 
extremely small, you might stumble across one by 
accident. If this happens, form a company, and 
sell a lot of shares. When the price of the shares 
rises (as it will, because the public is always 
excited by diamonds) sell all you own, and move 
to the Bahamas. The mine will probably never 
come into production, much less make a profit. 





Example of new industry across Canada is this 
brand-new asbestos mine in Newfoundland. 
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Both at Steep Rock and in Labrador the compara- 
tive cost of new operations competing with 
existing operations (such as the Mesabi Range in 
the U.S.) caused delay until there was a sufficient 
need for iron ore. 








It would be agreeably simple if recovery of mineral 
resources could be carried out in the manner of the 
Yukon Sourdoughs. You could stake your claim on 
a handy creek and spend a few weeks scooping up 
the gravel of the creek bottom into an over-sized 
sieve and picking out the nuggets. (You should 


avoid the Malamute Saloon. Dangerous Dan 
McGrew might win your poke from you ina friendly 
game of five-card stud.) 


PROBLEMS OF DEVELOPMENT Development often lags far 
behind discovery. For instance, the existence of iron in the 
Steep Rock district of Ontario was well known for at least 
a generation before any mines were opened to extract the 
ore. There were a number of reasons for the delay. When the 
ore was discovered, it was not considered a desirable type. 
Modern processes, however, can deal with it. Development 
of the site was a major problem. The ore body lay beneath 
a lake, so that a great deal of capital had to be raised to 
finance the project. Eventually, most of this came from 
American investment and some from the Canadian govern- 
ment. The Americans became interested when the iron ore 
reserves of the Mesabi Range in Minnesota, long the main 
source of ore for the iron and steel industry south of the 
lower Great Lakes, began to run out. Heavy demand for 
iron ore during the second world war indicated the need 
for new resources. 

This is just one example of a general feature of Canadian 
mining: costs of bringing a mine into production are so 
high that foreign investment, as well as government aid in 
the form of subsidies, tax concessions, and provision of 
transportation facilities, has been necessary before develop- 
ment could take place. The Canadian population is not 
large enough or rich enough to provide the capital needed 
for development or the market to absorb most or all of the 
potential output. 

Exploration, development, and production involve expen- 
sive equipment and highly trained experts. Exploration now 
requires aerial photography, scintillometers, drilling, labora- 
tory analysis, and other geophysical and geochemical tech- 
niques. Increasingly, the traditional figure of the lone pros- 
pector is being replaced by teams of specialists working for 
big companies already active in the industry. The discovery 
of uranium in the Elliott Lake area of Ontario was made 
by a brilliant geologist with a pu.p. He deduced the pre- 
sence of uranium ore, found an American millionaire 
associated with a huge international company to back him, 
and claims were staked in complete secrecy before news 
of the find was given to the world. 

All major oil companies are active in exploration. They 
have an obvious interest in discovering new reserves, even 
when they do not intend to use them for many years. They 
concentrate on geological formations in which the presence 
of oil is probable, but before hitting a pool which can be 
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tapped by a well, they must usually sink several drill holes. 
Individuals and small companies cannot afford the cost of 
exploration on this scale. 

Development of a mineral or an oil site is a slow process. 
One of the most frequent problems is that of access. Explo- 
ration may be done by float plane, canoe, snowmobile, or 
amphibious vehicle. This may be only moderately costly. 
But to bring a mine or oil well into production involves 
other problems. Supplies for construction are bulky, hence 
expensive to transport. When a mine is in production, the 
ore must be shipped out in its raw state, or a concentrating 
plant must be built nearby to process it. In any case, some 
means of transporting the output must be provided, per- 
haps a road, railway spur line, or harbour. Perhaps all of 
these are needed. If the product is oil, a pipeline may be 
the best kind of transport. The means of access and the 
transportation facilities cannot be designed and_ built 
overnight. 

The construction crew must be housed and fed. A per- 
manent community must be provided for those who will be 
working at the mine site. Houses, schools, shops, banks, 
churches, and places of recreation are required. The mining 
camps of the past—shanty towns whose chief social centre 
was the saloon—may have satisfied the burly roughnecks 
of mining folklore, but a much higher standard is demanded 
by the skilled workers and technologists on whom the 
modern industry depends. They will not move to isolated 
communities unless they can live there in a reasonably 
civilized way. They are prepared to put up with some 
inconvenience, but they insist on proper schools and medical 
attention for their children, and good communications with 
the outside world. 

Where does the money for all this come from? Partly, 
of course, from the mining companies. An established 
company developing a new property can raise the money 
in various ways. It can use profits from its operations which 
it has been saving for just such a purpose. It can issue bonds 
if the rate of interest is sufficiently attractive, and pay back 
the debt after a number of years when, presumably, the 
new mine is making profits. It can raise some money by 
putting more shares of its own stock on the market, which 
may appeal to investors if the prospect for dividends is 
good, or if investors are confident that the company is 
going to grow and have high earnings in the future. 
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Development of iron ore mine at Steep Rock Lake, 
Ontario— 





The lake waters were diverted through a rock cut 
into a nearby lake. 


The mud on the lake bottom was pumped away. 
When the ore was exposed, open-pit mining began. 


Today, there is underground mining as well as 
open-pit operations. 


The town of Atikokan has developed as a perma- 
nent community to house the mine workers and 
provide the services they require. 





—photos by Don Millard 


THE COSTS AND RISKS OF MINERAL EXPLORATION 


Geophysical testing may produce results suggesting 
that the following conditions prevail : 


GROUND SURFACE 





DRILLS 





Geologists can be sure that there is something 
down there. But they do not know for certain what 
the mineral is. Drill holes must be sunk. 


Only when the drill core (or cores—usually several 
attempts are needed) can be examined do the 
backers of the project know whether they have a 
potential mine. If, for example, the “anomaly” 
results from a pyrite or graphite deposit—too bad, 
that’s the mining game. But if the deposit is high- 
grade chalcopyrite—the most important copper 
ore—champagne will flow on Bay St. 


It is possible to go too far with modern methods. 
A very promising silver-lead-zinc property was 
discovered in New Brunswick. Influenced by 
clever economists, the provincial government in- 
sisted : ‘Develop all the ores at once, or you won't 
get any tax concessions or other help from us.” 
The company tried to conform, but ran into diffi- 
culties. It could not raise enough money, and 
could not find enough skilled labour in the vicinity 
to perform all of the tasks required in the complex 
operation. It was taken over by a much larger 
company based outside the province and con- 
trolled by American interests. Perhaps a less 
ambitious development scheme would have been 
preferable. If one ore had been exploited, then, 
after some years, another, and again another, con- 
trol of the operation might have remained in local 
hands. 


Obviously a new company without established backing 
has more trouble financing a costly mining development. 
It must usually depend on raising money through the sale 
of shares. Investors know (or ought to know) that there is 
a great deal of risk involved in buying shares in such a 
concern, because, if development costs get out of hand, or 
if the market for the product stagnates or declines, the 
outlook for profits is dim. 

If a new, independent company fails to bring its mine 
into production, and the property itself is a promising one, 
it will probably be bought in the course of time by another 
company. This may be a firm which has substantial savings 
(from retained earnings) or the ability to raise money 
easily by selling stocks or bonds. Its business may not be 
growing fast, and it may want to ensure future profits by 
investing in a “growth industry.” It will offer the dis- 
couraged investors who hold shares in the unsuccessful 
company a price somewhat above that which they could 
obtain on the stock market, or perhaps offer to trade some 
shares of their own stock plus a cash payment. However the 
merger is effected, the good property will eventually be 
developed, although the original investors may not enjoy 
any of the profits. 

The companies formed to exploit attractive properties 
which on further exploration prove worthless, along with 
companies promoted on a wave of unjustifiable optimism, 
will disappear, as Walter Scott said: “Into the vile dust 
from which they sprung,/Unwept, unhonoured, and un- 
sung’; their share certificates will find a last resting place 
as wallpaper for recreation rooms. 


THE GOVERNMENTS ROLE Governments are willing to 
provide aid for industries engaged in exploration and 
development. They conduct surveys and produce detailed 
maps of remote areas. Law enforcement costs are shared 
between federal and provincial governments, except in the 
Territories, where the federal government is responsible. 
It is presumed that the costs will be recovered—through 
taxes—when the industries are well established, and that 
the employment and exports they generate are good for 
the economy as a whole. 

Government tax policy has encouraged industries, par- 
ticularly resource industries. Not only have they been 
permitted to exempt a portion of their profits under the 
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heading of depreciation allowances before calculating their 
income tax, but, if the companies owned mines or oil wells, 
their shareholders have been able to deduct depletion from 
the amounts of their dividends when totalling their taxable 
income. The depreciation did not necessarily represent the 
true amount of wear and tear on plant and equipment 
suffered by a firm in one year: new or expanding firms were 
permitted to claim considerably more than the actual loss 
of value suffered by their physical assets. The tax savings 
such firms enjoyed could be considered a gift from the 
government and taxpayers. 

Depletion allowances encouraged investors to buy and 
hold shares in the extractive industries—industries where 
reserves are non-renewable. Depreciation and depletion 
allowances encouraged the resources industries to spend 
money for exploration and development of new properties 
so that they could stay in business. 


Renewable and non-renewable resources 


Opinions about the adequacy of Canada’s natural resources 
have varied widely from time to time. Periodically there 
is a “scare.” Just before the great oil discovery in Alberta 
in 1947, many leading businessmen were predicting that 
Canada would shortly be facing a renewal of the unpopular 
but necessary wartime gasoline rationing. Since that time, 
exploration has revealed more and more reserves of oil— 
there is no danger of their running out in the foreseeable 
future. 

But what of the unforeseeable future? It would be 
irresponsible not to consider the needs of coming genera- 
tions. Chemists and physicists predict that before petroleum 
reserves are exhausted, other forms of energy will be avail- 
able. Similar optimistic predictions have been made for 
other non-renewable resources. For instance, several gener- 
ations from now, iron ore reserves may run out. But will 
the need for iron and steel continue to be as great as it is at 
present? One major consumer of iron and steel is the auto- 
mobile industry, but it is far from certain that private 
automobiles will be as common in the future as they are 
today. It is even less certain that automobile bodies will 
continue to be made of steel; strong but lightweight plastics, 
which never rust and never need painting, may well 
become the preferred material. 
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Capital cost allowance rates of depreciation for 
each item were set by the government. The loop- 
hole in the system was that automatic allowances 
encouraged manipulation of accounts so that 
companies were getting allowances not justified 
by their actual costs. The government White Paper 
—Proposals for Tax Reform (1969)—suggested 
that companies bringing new mines into production 
should be allowed to write off their construction 
and equipment costs as soon as possible when 
cash flows in. 


The White Paper also recommended that depletion 
allowances be changed to ensure that the money 
saved in taxation would really go toward expansion 
and development in Canada; for every three 
dollars so spent by a mining company one could 
be deducted from its taxable income. Shareholders 
would no longer be entitled to deduct depletion 
allowances, but they would presumably benefit, in 
dividends and from increased share values, as 
their company expanded. 


On waste— 


On a visit to India, Eleanor Roosevelt, widow of 
President Franklin D. Roosevelt of the United 
States, saw Indian children in school writing their 
notes and doing their arithmetic on slabs of wood. 
At the end of each day, the children’s fathers would 
smear oil on the slabs, wiping out the scratches so 
as to prepare the “notebooks” for the next morning. 
It was Christmas when Mrs. Roosevelt came back 
home to the United States. Her grandchildren, on 
Christmas day, were opening their presents, crump- 
ling up the wrapping paper and throwing it in the 
fireplace. Mrs. Roosevelt, to use her words, “‘blew 
up” at them. She could not forget that the Indian 
children would have treasured the paper that was 
being destroyed. But she had to confess that her 
grandchildren, used to a society in which abundant 
paper was taken for granted, could not possibly 
understand her explosion of indignation. (This 
story was told to a meeting of the United Nations 
Association in Toronto.) 





In the developed countries, junk is an important 
national resource. 





Gunk from a pulp mill. Is it worth it? 


It is no longer easy to find people who are pessimistic 
about Canada’s reserves of non-renewable resources. Exten- 
sive surveying has revealed deposits unknown twenty or 
twenty-five years ago, and geological formations which 
could contain still more riches. Metals are recoverable from 
scrap: salvaging permits resources to be more fully used 
and reduces the accumulation of junk. It has become profit- 
able to use new techniques to recover minerals from old 
mine tailings—piles of waste which disfigure the surround- 
ings of refineries or crushing mills. Extensive use of such 
measures reflects world-wide shortages and rising costs. 


THE CONSERVATION OF RENEWABLE RESOURCES Renewable 
resources, curiously, give more cause for concern. Properly 
managed, good agricultural soils can maintain their pro- 
ductivity forever. But in much of Canada, unsuitable soil 
has been used for agriculture and good soil has become 
depleted. Putting such soils into productive condition is 
expensive but not impossible. Conservation programs run 
by provincial governments are aimed at assisting farmers 
to undertake soil reclamation projects. Since 1961 the 
federal government has operated a shared-cost program 
with the provinces. One of its purposes is to survey the soil 
resources of Canada, and, where agriculture is carried out 
in areas which cannot guarantee an adequate standard of 
living to farmers, to help them re-establish themselves else- 
where, as farmers or in other occupations. 

Canada’s forest resources are not limitless. Because the 
climate is cool and the winters are long and dark, trees do 
not grow as fast as in more moderate regions. Preservation 
of forest resources is mainly a provincial responsibility, 
and regulations governing tree-cutting vary. However, a 
general policy of requiring replacement of trees by com- 
panies licensed to cut on forest land ensures at least partial 
restoration of resources. 

Water resources have received attention from both 
federal and provincial governments. There are two main 
problems. First, the supply of water: in settled areas it has 
tended to diminish as a result of the high demand on avail- 
able resources and the reduction of forest cover, which 
helped to retain melt-water in the spring. The second prob- 
lem is safeguarding or restoring the purity of water—many 
lakes, rivers, and underground sources are now contami- 
nated. Canada is rich in water resources, but this wealth 
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has proved to be a mixed blessing. Settlements large and 
small, as well as industries, have felt free to spoil many of 
the best bodies of water. But this trend is reversible—the 
damage need not be permanent. 

In recent years it has become apparent that air is a 
natural resource. Residents of large cities are painfully 
aware of the effects of air pollution. Cleaning, painting, 
and decorating must be done more frequently; automobile 
finishes and nylon stockings deteriorate faster; respiratory 
diseases claim more victims. Not only the cities suffer. Pulp 
mills, refineries, and chemical and fertilizer plants located 
in the midst of farming districts pollute the air and make 
life unpleasant or even hazardous for people, livestock, 
and crops. All levels of government are involved in com- 
batting air pollution, and efforts by some industries are 
having a beneficial effect. In smelting nickel and copper in 
the Sudbury area, sulphur is being recovered as sulphuric 
acid instead of being released into the air as sulphur dioxide. 
The recovered sulphuric acid is sold to steel mills and 
other users. 

Wasteful exploitation of natural resources is a character- 
istic of an immature economy. Canada has certainly been 
very wasteful but seems to have reached a turning point. 
Public opinion demands conservation of renewable 
resources and control of pollution; industries and govern- 
ments are obliged to undertake remedial measures. The 
increased costs must be accepted as part of the burden of 
economic growth. 


Canada’s energy resources 


One of the main ways of distinguishing between developed 
and underdeveloped countries is by examining their con- 
sumption of energy. A highly developed economy uses 
tremendous amounts of fuel and power. Few, if any, indus- 
trialized countries are self-sufficient in energy resources— 
they must import coal, or oil, or natural gas, or electricity, 
or a combination of these. They are willing to pay for such 
imports because they know that their industrial systems 
would be paralyzed without them. Japan is a country 
exceedingly poor in power resources: it has developed what 
hydro-electric potential it has to the fullest extent, but lacks 
fossil fuels (coal, oil, and natural gas) and uranium for 
nuclear energy. So Japan imports fuels on a large scale, 
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Ka-choof ! 


The effect of strip-mining on the landscape at 
Fernie, British Columbia— 





“Where pines and maples grow’’—once, they did. 


ELECTRIC ENERGY PRODUCTION 
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Using a good world atlas, compare these 
graphs with data on coal resources. 


including coal and uranium from Canada. Britain’s indus- 
trial revolution of the eighteenth century was made possible 
by exploitation of its once rich coal deposits. Now its coal 
mines have become more expensive to exploit. It has very 
little hydro-electric potential, and no oil. Recently, natural 
gas has been discovered offshore in the North Sea, and in 
northeastern England; this may help in time to restore the 
British economy. Foreign aid to underdeveloped countries 
stresses the provision of local power sources. Canada has 
helped India to acquire a nuclear power plant and Ghana to 
build a big hydro-electric system. Until a country. has ample 
energy available—whether produced domestically or im- 
ported—there will be no significant economic development. 


EARLY DEVELOPMENTS What is Canada’s energy position? 
Quite good, now, but there have been ups and downs. In 
the beginning of settlement, at a time when even coal was 
little used, the pioneers, French and English, found ample 
firewood at their doors. Wood was used for industrial 
processes, like baking bread, forging metals, and firing 
bricks, as well as for heating houses. But it is not very 
efficient for such purposes, and, of course, soon becomes 
scarce in any area which depends on it for fuel. 

The sluggish development of Canadian industry in the 
nineteenth century reflects a shortage of that period’s 
“wonder fuel,” coal. Coal exists in the western provinces, 
but there was very little settlement there until the end of 
the nineteenth century. Coal in Nova Scotia was more than 
adequate to supply the needs of the Atlantic provinces, 
but shipping it inland to Quebec and Ontario was costly, 
and still is. The obvious market was in the United States 
—industries in the New England states were starved for 
energy. Unfortunately, American tariff policy made this 
natural market for Nova Scotia coal almost inaccessible. 
Manufacturing industries in the Maritimes could use the 
coal, but their products faced the same problem in finding 
markets, and so their growth was retarded. The most popu- 
lous provinces, Ontario and Quebec, lacked coal entirely. 
Southern Ontario, with its good railway connections and a 
number of harbours on Lakes Erie and Ontario, was able 
to import American coal. Oil and natural gas found in 
southwestern Ontario were used mainly for lighting. 

Late in the nineteenth century electric power began to 
transform industry and everyday life. At first, electricity 
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was generated by steam plants and was chiefly used for 
lighting. Since electricity could not then be transmitted 
over long distances, and power generation depended on 
supplies of fuel, the development of the electrical industry 
was confined to areas of concentrated population with 
access to coal. Around 1900, however, the use of water 
power for generation opened up great prospects for certain 
parts of Canada with abundant water resources. The Great 
Lakes/St. Lawrence system, with its many cataracts, had 
vast potential for electric power development, most of 
which has now been harnessed. The Canadian Shield is 
richly supplied with water resources and sites where water 
can be stored and used for generating electricity. Possi- 
bilities for future development are considerable, but the 
big remaining sites are in remote locations and will be 
brought into production only if growing demands for 
power justify the high costs of construction and_trans- 
mission. Newfoundland, Quebec, Manitoba, and British 
Columbia have the greatest reserves of undeveloped 
water power. 


HYDRO-ELECTRIC POWER The main advantage of hydro-electric 
generation is its comparatively cheap operating cost. Water 
is, to all intents and purposes, free. Once a plant is built, 
maintenance and staff costs are low. But the initial expenses 
of constructing dams, channels, and generating stations, 
and the costs of constructing transmission lines from sites 
in remote areas, tend to deter private industries from 
embarking on large-scale undertakings. In the early part of 
the twentieth century, privately owned hydro-electric plants 
were constructed. Some were built at Niagara Falls, from 
which power could be sent as far as Toronto, and in a few 
northern locations (for the use, not of towns, but of the 
pulp and paper industry). But really systematic develop- 
ment of hydro-electricity depends on government action, 
since it requires comprehensive planning as well as tre- 
mendous capital investment. The example of Ontario in 
setting up a publicly owned power system was eventually 
imitated by most of the other provinces. 

When the Hydro-Electric Power Commission of Ontario 
was established in 1906 by an act of the provincial legis- 
lature, the effects were far-reaching. The Commission was 
empowered to generate and distribute electric power, which 
was to be sold at cost. Gradually, existing private plants 
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SOURCES OF ENERGY IN CANADA 
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SOURCE: The Canadian Imperial Bank of Commerce, 
Commercial Letter, Sept. 1969 


ELECTRICAL UTILITIES 
by type of establishment, by province, 1967 


privately 
operated 


publicly 
operated 


in thousand kwh 


Newfoundland 490,012 2,167,961 
Prince Edward Island 6,684 174,927 
Nova Scotia 1,318,202 1,347,130 
New Brunswick 2,907,702 137,198 
Quebec 41,326,422 5741 1,822 
Ontario 47,557,645 1,588,270 
Manitoba 6,498,918 — 

Saskatchewan 3,516,507 634,927 
Alberta 1,893,323 4,390,410 
British Columbia 11,035,446 305,921 
Yukon Territory 92,366 16,852 
Northwest Territories 175,342 6,981 
Canada 116,818,569 16,482,399 


SOURCE: Canada Year Book, 1969 


In 1967 Canada exported 3,993,888 mwh (an mwh 
is a thousand kilowatt hours) of electricity to 


the U.S. 


One billion watts of electric 
power from Ontario and 
Quebec helped the New York 
Power Pool meet extraodri- 
nary demands on Friday, the 
first test of a new power pro- 
gram designed to prevent 
electrical shutdowns and 
blackouts. - 

On request from the New 
York system’s power control 
centre near Albany, the Hydro 
Electric Power Commission of 
Ontario supplied 600 mega- 


watts which bolstered the 


electricity supply in Michigan, 
Ohio and Pennsylvania as 
well as New York. Hydro 
Quebec supplied 400 mega- 
watts. 

A spokesman for Ontario 
Hydro explained that the New 
York system has its highest 
demand in the summer, for 
air conditioners, and the Onta- 
rio system’s peak period is 
during the winter, for fur- 
nances. 


—from The Globe and Mail, June 15, 1970 


Plaque commemorating the first nuclear chain 
reaction initiated in Canada— 


THE -ZEEP REACTOR 


| A nuclear chain reaction was first initiate 
a on September 5, 1945, when the ZEEP r 


operation here at Chalk River. 
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Research Council. 
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were bought up. The small, inefficient coal-fired units were 
taken out of service, and the customers received cheaper 
power from newly constructed hydraulic stations inter- 
connected by a transmission grid. 

Cheap power meant that more people could have a better 
standard of living. Ontario Hydro’s customers, of course, 
included industries and urban households, but one of the 
aims of the group promoting the Ontario Hydro was rural 
electrification. At a time when agriculture employed more 
people than any other occupation, the “farm vote” was the 
main target of politicians. Cheap electric power could 
improve the productivity of farms—it was common for 
farmers to decide to bring electricity into their barns but 
not their houses. The farmers’ wives soon changed that, 
and began to enjoy such newfangled gadgets as vacuum 
cleaners, washing machines, and electric irons. 

The greatest impact of cheap hydro was on industry and 

transportation. Municipalities were able to extend their 
“street railways” (street car systems) so that cities could 
conveniently become larger. Manufacturers, whose energy 
costs were reduced, could afford to expand their firms. 
“Power at cost” gave Ontario industry such an advantage 
that the province, already favoured by position, size, and 
resources, remains the dominant entity in the Canadian 
economy. 
HERM sowrn Ontario had made an early start 
in drplaiting hydro-electric generation, but it soon began 
to revert to thermal generation (steam plants) to supply 
its rapidly growing needs after the second world war. It 
imports the coal from the United States. Prince Edward 
Island, Nova Scotia, New Brunswick, Saskatchewan, and 
Alberta generate most of their power in steam plants 
because they lack the resources for hydro-electric develop- 
ment. While hydro-electric generation is expected to remain 
an important source of power in Canada, thermal genera- 
tion may in time surpass it. 

A new type of thermal generation depends on the use 
of nuclear energy. Canadian scientists developed a nuclear 
reactor which could use uranium and produce electricity at 
an acceptable cost. Uranium is abundant in Canada, and 
cheap to transport, while the cost of transporting Canadian 
coal to the centres of population and industry is prohibitive. 
Although people are worried about radioactivity and thermal 
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pollution, these can in fact be controlled. The products 
of combustion—burning coal—are much more difficult to 
dispose of. Ontario Hydro brought its first nuclear plant 
“on line” in 1966, and construction of other plants has 


, [In an address to the tenth Canadian Nuclear 
Association Conference, Dr. Glenn Seaborg, a 
Nobel Prize winner and chairman of the U.S. 
Atomic Energy Commission stressed the need for 
giving the public the facts about nuclear power— _ 


followed. Quebec's first nuclear plant is located at Gentilly. 

Predicting future power demands is difficult. They 
always go up, and they always go up faster than the 
planners expect. In spite of rapid expansion of generating 
capacity, power systems are struggling to keep up with 
needs. Households, businesses, and industries use increas- 
ing amounts of electricity, and the spectacular growth of 
the Canadian population since the second world war has 
been reflected in the figures of power consumption. Scien- 
tists are continually working on new sources of energy. 
Small-scale experiments with fuel cells, Mup, and schemes 
for the utilization of solar and tidal energy are attracting 
interest. But what practical forms any future developments 


“Byery industry is being|that the levels of radiation 
caught up in the swirl of|permitted to be discharged 


the environment. 

“Today’s outcries about the 
environment will be nothing 
compared with the cries of 
angry citizens experiencing 
blackouts which could endan- 
ger the health and lives of 
their families,” he said. 

“It is clear that we must do 
more to make sure the public 
understands what we are do- 
ing and why. 

“In the nuclear area, people 


‘interest in the protection of |from nuclear plants are based 


upon recommendations of the 
finest international expertise 
and that the actual discharges 
are limited to only small frac- 
tions of these internationally 
accepted standards.” 

People must also under- 
stand that “the effects of warm 
water discharge from power 
plants can be localized or min- 
imized if this becomes neces- 
sary and that in some cases 
this heated water can be put 


must understand, for example,| to beneficial use,” he said. 


A é ; —from Hydroscope. June 7, 1970 
are likely to take is a matter for speculation. 


fo Nuclear power generating station at Pickering, 
| Ontario, in the construction stage— 
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The Canadian population 


The population of Canada reached 20 million in 1966; this 
is still very small for the area of the country—almost 4 
million square miles. Settlement is concentrated close to the 
southern border, but the Canadian and provincial govern- 
ments are responsible for the whole huge extent of the land. 
The costs in money and manpower of maintaining law and 
order, transportation and communication facilities, educa- 
tion, welfare, defence, and development services bear 
heavily on the taxpayers. Most major production industries 
must seek markets outside the country, since the Canadian 
market is too small to absorb their output. Costs of pro- 
duction, like the costs of public services, reflect the problems 
of a large area with a small population. 


Age structure 


According to the 1961 Census about 6 million Canadians 
were under fifteen years of age, out of a population at that 
date of slightly over 18 million. A further 1.4 million were 
between fifteen and nineteen years old. Few of these chil- 
dren and young people were supporting themselves, and 
most were going to school at public expense. A modern 
society considers the money spent on children and on edu- 
cation an investment in the future. Nevertheless, it is, at any 
given time, a drain on the economy. 

In the same Census, about 1.4 million persons were 
reported as being sixty-five years of age or over. Most of 
these were retired and partly or completely supported by 
savings, pensions, public assistance, or their families. The 
older age group, as a whole, does not contribute much to 
the productive capacities of the economy, but, like children, 
old people are not to be considered parasites. During their 
working lives they helped to develop the country and have 
earned support in their old age. 

Most of the work of the country is done by people from 
twenty to sixty-four years of age. In 1961 this group num- 
bered about 9.2 million—scarcely more than half the 
population at that time. And not all of that number were 
counted in the labour force. Some were housewives who 
did not undertake paid employment, some were at school, 
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SOURCE: Economic Council of Canada, Fourth 
Annual Review: The Canadian Economy from the 
1960's to the 1970's, 1967 


Canada’s infant mortality rate has gone down but 
it is still considered too high. In 1965 twelve 
countries had lower rates than Canada. 


Check the Canada Year Book for the most 
recent figures. What countries have a better 
record? 





and some were unemployable by reason of physical or 
mental incapacity. The labour force—those people over 
fourteen who are working or registered as actively seeking 
work—was 28 per cent of the total population in 1961. It 
should be noted, however, that most of the people from 
fourteen to seventeen years old who are classified as being 
part of the labour force are working only part-time. The 
relatively small labour force is explained mainly by the 
unusually high proportion of children and students in the 
population. 


There are a number of reasons for the 
Sesh age structure of the population in the decades 
following the second world war. Canada suffered especially 
severely in the depression of the 1930's. Marriage and birth 
rates were low, since people of marriageable age could not 
afford to undertake family responsibilities. The birth rate 
remained low during the second world war. Immigration 
added only 120,000 people during the fifteen-year period of 
depression and war. Then, around 1950, came the postwar 
“baby boom,” which, combined with greatly increased immi- 
gration, gave Canada the highest rate of population growth 
of any developed nation. 

It was assumed that when the first “graduates” of the 
baby boom began to enter the labour force in the mid- 
sixties they would soon be getting married. It might have 
been expected that they would have as many children as 
their parents. In fact, while the marriage rate did climb 
rapidly, the birth rate showed a steep decline. Several 
reasons for this can be identified, although complete ex- 
planations of population trends are rarely possible. First, 
the survival rate for infants had improved. People are 
inclined to have fewer children if they can assume that those 
they do have are going to live. In the 1930's nearly 8.5 per 
cent of live-born babies died before they were one year old. 
In 1964 the infant mortality rate was less than 2.5 per cent. 
The number of children born per family was less than in the 
early years of the century, but more survived to grow up. 

A second reason for the declining birth rate was the 
serious shortage of housing, which was aggravated by the 
general growth of the population and the increased mar- 
riage rate. Young couples might find a room or an apartment 
to live in, but accommodation suitable for children was 
scarce and expensive. Improved job opportunities for 
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women changed family patterns: married women tended to 
work and postpone having children until enough money had 
been saved to establish a larger household. Then they often 
re-entered the labour force after having a small family, to 
help provide for its necessities and comforts. 

A third reason for the falling birth rate after the baby 
boom was the stabilization of the age of marriage. In the 
hard times of the depression and early war years, marriages 
were postponed and women tended to have their first child 
comparatively late in their twenties. Through the late 1940's 
and early 1950's the average age at which women had their 
first child dropped to about twenty-three, which means that 
a large number of women must have had their first child 
much earlier. However, by 1960, the pressure to acquire 
a higher level of vocational skill before starting to work 
and the tendency for both sexes to remain in school longer 
checked the trend to earlier marriages. Finally, the general 
acceptance of the idea of family planning reinforced all the 
above trends, encouraging people to have children when 
and as their circumstances permitted. 

The natural growth of the Canadian population continued 
after the baby boom was over, but more slowly. Death rates 
at all ages decreased; there were more births than deaths. 


ECONOMIC EFFECTS OF POPULATION CHANGES Considering 
for a moment only the natural increase, and leaving aside 
the effect of immigration, it is possible to predict some char- 
acteristics of the Canadian population in the future. The 
number of retired people in the whole population will 
increase, and the proportion of children and young people 
not in the labour force will decrease. The relative size of 
the labour force is already growing, and will continue to do 
so. But a new baby boom could occur around 1980. What 
do these predictions suggest for economists, government 
planners, and private business? 

Since more people will be living to an advanced age, 
there will be more emphasis on pension and savings plans, 
both private and public. More housing suited to old people 
will be needed, and more research into the health problems 
of old age. Older people prefer to live near the centres of 
cities, where public transportation is convenient, and where 
shopping, service, and recreation facilities are near at hand. 
Town planners are stressing the importance of catering to 
these requirements. 
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FEMALES IN THE LABOUR FORCE 
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SOURCE: Economic Council of Canada, Fourth 
Annual Review: The Canadian Economy from the 
1960's to the 1970's, 1967 


Why did the female participation rate rise 
sharply in the 1940’s and then fall off? 


What economic effects can be expected if 
the participation rate grows as forecast? 





—photo by LRB 


This home for the aged is in the middle of a busy 
city, on a street lined with boutiques and coffee- 
houses. 


FULL-TIME POST-SECONDARY ENROLMENT 


as a percentage of the population 18-24 years old 
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SOURCE: Economic Council of Canada, Fourth 
Annual Review: The Canadian Economy from the 
1960’s to the 1970's, 1967 


UNIVERSITY ENROLMENT 


as a percentage of the population 18-24 years old 


A COMPARISON OF CANADA AND THE U.S. 
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What economic effects can be traced to the 
“gap” revealed by this graph? 


The falling birth rate is already having some effect on the 
manufacturers of diapers, baby carriages, and toys. Some 
are diversifying—branching out into other lines of produc- 
tion. Those who look well into the future are aware of the 
possibility of increased opportunities for the sale of chil- 
dren's goods in the 1980's. 

The educational systems are noting decreased enrolment 
in the elementary grades. This, together with the prospect 
of a larger number of new teachers (those born in the early 
1950's), will take some of the pressure off the elementary 
level. There will be fewer temporary classrooms, less over- 
crowding, and less construction of new schools, but prob- 
ably a great deal of renovation of old ones, to adapt the 
buildings to modern educational techniques. 

The secondary schools are not expected to show decreased 
enrolment, at least until the later 1970's. The numbers 
entering the first year of high school will decline, but the 
drop-out rate is already much lower than it was in the 
1950's, and will continue to go down. The much slower 
rate of growth of the total secondary school population will 
affect the number of new schools constructed. However, 
there is a great deal of catching up to be done, and the need 
to diversify school programs and facilities and to develop 
technical education will provide further work for builders 
and for suppliers of educational equipment. 

Post-secondary education is rapidly expanding. No end 
or slowdown is in sight. By the mid-1970’s it is expected 
that from 20 to 25 per cent of the population between 
eighteen and twenty-four years of age will be taking full- 
time degree, diploma, or certificate courses after they have 
finished high school. But the planners say that this is not 
good enough. People who stay in school to high school 
graduation or longer make more valuable additions to the 
labour force and have more security once they enter it than 
those who leave school early. Probably 50 per cent of the 
population is capable of benefiting from post-secondary 
education or training on a full-time basis. The higher the 
educational levels of a country’s population, the more pros- 
perous the country is likely to be. 


EFFECT ON PLANNING It is the growth of the labour force 
which most interests the planners in both government and 
industry. This growth began in the early 1960's, when young 
people born in the early postwar years reached their middle 
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teens. Some of them dropped out of school as early as four- 
teen years of age and started to work. They provided a 
source of unskilled labour, and contributed to economic 
expansion both through their work and their spending, but 
were vulnerable when employment opportunities narrowed. 
Many became candidates for training programs designed to 
upgrade their skills. 

The table below gives some indication when the baby 
boom generation will start full-time work, depending on 
when they were born and the level of education they 
achieve. 


7 year at 3 years at 
high school teachers’ community 4 years at 
born in diploma college college* university 


1967 (7968) 
1972 1973) 
1977 (1978) 


1969 (7970) 
1974 (1975) 
1979 (17980) 


1948 1966 (7967) 
1953 UA (eh) 
1958 1976 (1977) 


1970 (7971) 
1975 (1976) 
1981 (7982) 


*or nursing, or university 
Data in italics assumes 5 years of high school; other data is based on 4 
years. 


One problem the people coming into the labour force 
may create is already apparent; the economy must either 
provide them with jobs or be prepared to support them in 
some other way. To a certain extent the problem solves 
itself. We can illustrate this by an example. Burnit Ltd., 
which manufacturers 25 per cent of the toasters sold in 
Canada, wishes to plan its future production. It discovers 
that the labour force is supposed to grow by more than one 
million between 1975 and 1980. The company would be 
foolish to assume that it should count on selling toasters to 
25 per cent of the people coming into the labour force. By 
no means all of the new members of the labour force are 
going to buy toasters. Some will be living with their parents 
for several years, some will be sharing accommodation (and 
toasters ) with friends, and—since the labour force contains 
both men and women—some will be marrying each other 
and buying one toaster per household. The company must 
also consider other questions. Is Burnit Ltd. in a position 
to expand its share of the general market or will it face stiff 
competition? Does it want to expand its toaster output, 
or would it prefer to diversify into other product lines? 
Probably, after taking all factors into account, the company 
will conclude that an expansion program is desirable. It 
will almost certainly need to find additional workers to 
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OTTAWA (CP) — Contin- 
uing high unemployment 
among the younger Canadians 
represents a potential source 
of social instability, as well as 
a waste of some of the coun- 
try’s most valuable human re- 
sources, the Economic Council 
of Canada says. 

Its sixth annual review says 
unemployment in 1968 among 
men under 25 averaged 9.7 
per cent, and calls for much 
more effective measures to 
get them jobs. 

It also says that over-all 
employment will have to grow 
faster during the next few 
years than in the past just to 
provide jobs for people com- 
ing on the labor scene. 

It forecasts that employ- 
ment will have to raise by 3 
per cent a-year, just to keep 
up with the anticipated 
growth in the labor force, and 
even more quickly to reduce 
unemployment levels. 

The growth rate was 2.1 per 
cent last vear. 

- + +*the existing high 
rates of unemployment among 
young Canadians not only rep- 
resent a waste of some of our 
most valuable human _ re- 
sources and a potential source 
of social instability, but also 
partly reflect a failure on the 
part of our society to bring 
young people quickly and ef- 
fectively into active participa- 
tion in the economic life of 
our country.” 

The council says a striking 
feature in the labor scene is 
that employment in the 
goods-producing industries 
was no higher in 1968 than it 
was in 1966. 

All the employment growth 
in that period had come in the 
service industries. “‘We expect 
that employment will continue 
to rise more rapidly in serv- 
ices than in other sectors of 
the economy.” 


—from The Globe and Mail, Sept. 16, 1969 


Protein from sea 
a Canadian “first” 


at Canso, N.S. 


For the imaginative consumer, the news 


of the first commercial plant in the world 


to produce high quality protein from the 
sea — fish protein concentrate (FPC) —- 
is indeed exciting. 


Furthermore, it will be built in Canada 


at Canso, N.S. 


The magazine, Canadian Food Industries, 
in reporting on the projected plant says it 
_will produce up to 30 tons daily of a bland 


| powder containing up to 95 per cent of 


high grade animal protein costing - only 


35 cents per pound. The powder can be 


‘stored indefinitely and easily added to 
‘Standard food and bevetaee oa 


Many scientists and technicians see FPC. 

as” a major breakthrough in solving the 

: acute protein shortage for the world’s 
: underprivileged people. It is maintained 
_ that use of protein from the sea can mean 
: a consumer can get his full requirement of 
animal or for two thirds of a cent ‘per 


day. 


—from Canadian Consumer, Sept./Oct., 1969 


Is Canada justified in accepting skilled immi- 
grants from countries where their skills are 
desperately needed ? 


Is there any justification for bringing in un- 
skilled workers (such as domestic servants) ? 


Should Canadian professions be more lenient 
in admitting immigrants who have qualified 
elsewhere? 


Canada has no official ‘‘colour bar,” but 
federal regulations in effect restrict immi- 
gration from non-white areas. How is this 
done? Doyou agree with the policy ? 


(The 1968 Canada Year Book has a summary of 
Canada’s immigration policy.) 


carry it out. Thus, as new members enter the labour force, 
jobs are created to serve the expanding market for goods 
and services. 

To help industry plan for future production, larger 
companies carry on market research, sometimes employing 
independent consultants. The research workers study popu- 
lation trends, levels of employment and wages, buying 
patterns, and changes in public tastes. Good market research 
benefits both the individual firms and the economy: it pro- 
vides the groundwork for realistic expansion policies and 
helps to guide productive activity into profitable lines. 

Both government and private industry need to co-operate 
in planning for expansion. Because it collects statistical data 
on the economy as a whole, the government is in the best 
position to take an overall view of economic trends. It can 
promote or regulate growth through its control over taxation 
and money. 

Despite government and private planning, the rising 
unemployment figures of the late 1960's showed that the 
Canadian economy was not absorbing all of the new crop 
of young people coming into the labour force. Those who 
could not get jobs were, for the most part, still in their 
teens, and lacked specific vocational skills. The educational 
system had not prepared them to enter the labour market, 
and industry was not (in contrast, for instance, to West 
Germany) geared to providing good on-the-job training. 
Manpower training schemes involving both the public and 
private sectors were not adequately developed. As a result, 
Canada is subject, on the one hand to unemployment, and 
on the other to shortages of skilled labour. 


Immigration 


The shortage of home-grown skills is not unusual in a 
country which is little more than a century away from 
colonial status, and which is, in some respects, still not fully 
developed. Canada has traditionally welcomed and often 
actively sought immigrants who could help to fill the gap. 


IMMIGRATION AND ECONOMIC DEVELOPMENT At various times 
in Canada’s history, waves of immigration have led to 
political and economic changes. Immigration to New 
France was not, by modern standards, substantial. There 


were only 69,800 people in Quebec in 1765. The growth of 
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the French-speaking population to 5.5 million by the time 
of the 1961 Census is almost entirely due to natural increase. 

Immediately following the American Revolution, the 
United Empire Loyalists established settlements in the 
lower Great Lakes and upper St. Lawrence areas, and in 
the Maritime provinces. Although only about 50,000 immi- 
grants arrived in this period, two provinces, New Brunswick 
and Upper Canada (Ontario) owe their origin to the influx. 

The “great migration” of 1815-1850 brought 800,000 immi- 
grants, mostly from the British Isles, where modernization 
in agriculture was forcing many agricultural labourers and 
small farmers off the land, and where an unprecedented 
natural increase in the population had led to overcrowding. 
Immigrants went to all the established provinces, but the 
greatest number settled in Ontario. Villages became towns; 
towns became cities. There was considerable development 
of industry, both to serve local needs and to produce for 
export. Banks, newspapers, transportation facilities, and 
schools multiplied. Many of the immigrants were skilled 
workmen: blacksmiths and carpenters, stonemasons and 
cabinetmakers, printers and mechanics. Their coming en- 
riched the communities in which they settled. 

The greater size and wealth of the United States and the 
ease with which men and whole families can move to that 
country from Canada has always affected the Canadian 
population. This was one reason why, from 1850 to 1900, 
Canada grew quite slowly. Immigration was reduced (there 
was a world-wide depression from the early 1870's to the 
middle 1890's) and in some years the natural increase of 
the Canadian population was offset by heavy emigration to 
the United States. Many farmers and others left to take up 
land in the American west, which was opening up as a 
result of railway construction, and many people of working 
age went to the growing industrial cities where job oppor- 
tunities were plentiful. 

By the 1890's, however, the free land in the United States 
had all been settled. Canada now had its own completed 
transcontinental railway, and thousands of square miles of 
empty land in the fertile western plains. World grain prices 
were good, and the cost of transportation across the Atlantic 
was going down. Another great migration took place. 

As a result of the new wave of settlers, the prairie 
provinces of Alberta and Saskatchewan were created. Many 
of the new Canadians were the sons and daughters of those 
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Naturalincrease The natural increase of the population is 
the excess of births over deaths. It was 1.59 per cent of the 
total population in 1961, down from 2.03 per cent ten years 
earlier 


Immigration tends to fall off in periods of recession, 
and to increase when news of economic expansion 
and good job opportunities reaches the over- 
crowded homelands of prospective immigrants. 
Unfortunately, there is a time-lag. People who 
decide to emigrate must make application, com- 
plete many formalities, and wind up their affairs; 
thus they may arrive in the new country when the 
economy Is taking a turn for the worse and the job 
opportunities they came for have disappeared. 





John A. Macdonald, first Prime Minister of the 
Dominion of Canada—His parents brought him to 
Canada in 1820 when he was 5 years of age. 
Although they were very poor they were prepared 
to suffer additional hardships (such as crossing 
the Atlantic in a sailing ship) in order to escape 
the “iron law of wages” dictated by the laissez- 
faire theorists. 


Emigration of Canadians 
to U.S. shows decline 


OTTAWA (CP) — The num- 
ber of Canadians emigrating 
to the United States dropped 
sharply in 1966 after six years 
of hovering at the 50,000- 
mark. 

A written Commons return 
tabled yesterday by Trade 
Minister Jean-Luc Pepin 
showed that the figure fell 
from 49,656 in 1965—close to 
the average for the five pre- 
vious years—to 28,837 in 1966. 

The drop, of about 40 per 
cent, was unexplained. 


The figure rebounded to 
38,854 in 1967. The figure for 
1968 so far is unavailable. 

Emigration to the United 
Kingdom in the 1960s has 
ranged between 9,000 and 
11,000 for all years but 1962 
and 1963. In 1962 it was 7,432 
and in 1963 it was 5,240. 

The average age of emi- 
grants to the United States in 
1967 was 25.7. Of the 1967 
total, 6,517 were in the profes- 
sional and technical categor- 
ies, and 3,051 were craftsmen 
and foremen., 


—from The Globe and Mail, Feb. 11, 1969 


s 


Construction requires both skilled and unskilled 
labour. 





who had gone to the United States a generation before. 
More came from the British Isles. A very large number 
came from central and eastern Europe, where poor living 
conditions, political and religious persecution, and lack of 
opportunity produced widespread dissatisfaction, and the 
hope of a better life in a new country. The population of 
Canada grew from 4.9 million in 1891 to 7.2 million in 1911. 

The first world war cut off much of the immigration. 
There was a renewed flow in the later 1920's, which was 
checked by the great depression and remained low during 
the second world war. But by the later 1940's it was in full 
flood again. 

According to the 1961 Census, there were over 2.8 million 
people living in Canada who had been born outside the 
country, 1.5 million of whom had arrived in the years 1946- 
1961. More than half of them settled in Ontario. Unlike the 
immigrants of the nineteenth and early twentieth centuries, 
very few came with the intention of farming. Overwhelm- 
ingly, they went to the growing urban centres, seeking 
skilled or unskilled jobs depending on their qualifications. 


IMMIGRATION POLICY SINCE 1945 The federal government 
has actively encouraged immigration, acting on the theory 
that a larger population would strengthen the Canadian 
economy by providing a bigger internal market for goods 
and services. The government also recognizes the need for 
a larger work force. Most immigrants are of working age, 
although they may bring some children with them and send 
for their old parents once they get established. In most 
years at least half of the new arrivals enter the labour 
market, and many of the rest are housewives who could 
undertake employment outside the home if necessary. 
The immigration policy of the Canadian government is 
designed to attract skills which are needed for economic 
growth. Engineers, draughtsmen, machinists, technicians of 
many kinds, nurses, teachers, and bricklayers are likely to 
find work without much trouble. Doctors and dentists, 
though in short supply in Canada, may experience difficulty 
if they have been trained in countries where professional 
methods and standards do not correspond with those re- 
quired by the provincial and federal licensing bodies. 
Unskilled labourers face the problem that employment in 
construction—the main source of jobs—tends to rise and 
fall in cycles. However, people who will accept jobs as 
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domestic servants or as maintenance workers in hospitals 
are welcomed as immigrants, since these occupations do not 
usually attract native-born Canadians. The federal govern- 
ment attempts to co-ordinate the immigration flow with the 
expected trend of employment opportunities. 


BENEFITS AND Costs Estimating the benefits and costs of 
immigration in terms of money is impossible. If most immi- 
grants eventually achieve a higher standard of living than 
they enjoyed in their homelands, all suffer, to some extent 
at least, from the problems of adjusting to a strange environ- 
ment. The Highland crofter, who—axe in hand—confronted 
the forested and mosquito-ridden acres of his land grant, 
can have felt no more dismayed than the housewife from a 
Sicilian mountain village who first enters a dazzling urban 
supermarket. 

For the country as a whole, the costs of absorbing immi- 
grants are equally difficult to measure. Citizenship courses 
are offered in the larger population centres and language 
classes for children and adults are organized and supported 
by both public and private agencies—the direct expenses 
involved can be added up, although they are considered 
more in the nature of an investment than a charge on the 
economy. But there are hidden costs. The overcrowding in 
urban centres already short of housing and the strain on 
transportation and other services which results from a large 
influx of people are reflected in rising municipal and pro- 
vincial taxes and in budget deficits. This leads to complaints 
by the provinces against Ottawa: the federal government 
sets the immigration policy while the provinces are faced 
with a large part of the costs. 

To what extent do the provinces have cause to complain? 
The provinces receiving the largest numbers of immigrants 
are those in which economic growth is most pronounced. 
Immigrants, as we have seen, contribute to growth, not 
only as consumers but as producers. As a result of the 
screening policy of the federal government, a comparatively 
high number of immigrants are old enough and skilled 
enough to enter the labour force. Most can be expected to 
contribute productive effort and pay taxes shortly after 
they arrive. By contrast, a newborn Canadian baby will 
probably not be pulling his weight until he is twenty years 
of age or more. Thus, as in the past, Canada’s growth is 
accelerated by a high level of immigration. 
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By natural increases and immigration, the equiva- 
lent of 100 families are added to the Canadian 
population every eight and a half hours. — 


it means 149 new cars for one thing; new 
school rooms, parks, hospital beds, extra 
municipal staff, and more than half a mil- 
lion extra gallons of water per day. 
Education 


118 more children in School 

69 in Elementary School 

40 in High School 

9 in University 
2.5 new Elementary School rooms 
1.9 new High School rooms at a total cost 
of $143,000 

5.21 more teachers — $28,735 
Acres of public land required — 6.7 acres 


1.61 Acres Elementary School 

1.1 Acres High School 

1.9 Acres Parks 

2.1 Acres Playgrounds 

New employees — municipality 

0.94 new in Police Department 
— $6,721 to police budget 

0.73 new in Fire Department 
— $4,372 to fire budget 

5.89 new Municipal Staff 
— $16,405 to Municipal Payroll 

New municipal services 

567,000 gallons of water per day 

2.07 new hospital beds — 0.55 additional 
Visiting nurse 

704 additional books in library — $2,228 
to library budget. 

The municipal taxes collected on 100 
extra homes, will pay only half of what is 
needed in services. The rest comes from 
assessment on industrial and commercial 
property, municipal and provincial grants, 
and borrowed money. 

The most interesting fact of all: The 
community will need .21 additional jail cells. 

Now who are they going to put in .21 
of a jail cell? 

Someone who is not all there? 


—from Hydroscope, March 14, 1969 (based on the research of 
R. C. Pleva of the U. of W. Ontario) 


The population of Canada was estimated at 
21,786,000 on January 1, 1970. The Dominion 
Bureau of Statistics projects a growth to 23,676,000 
by 1976. 


How does this compare with past growth? 


POPULATION GROWTH IN CANADA, 1921-1970 


in millions 
































1921 1931 1941 1951 1961 1971 


Dotted line indicates estimate only. 


SOURCE: DBS, Population estimates 


Discuss the disadvantages of economic 
growth. Would a static economy be prefer- 
able to one which is expanding rapidly? 





An abandoned farm on Manitoulin Island— 


The pattern of Canadian settlement 


Would a greatly increased population be the answer to 
Canada’s economic problems? Before answering this it 
would be well to remember the geographic facts outlined 
earlier. Much of the land area of Canada is (at least in the 
present state of technology) distinctly unfriendly to settle- 
ment. One world-famous geographer, Grifith Taylor, sug- 
gested in the 1950’s that Canada could support 150 million 
people, but only if they were willing to live at the level of 
poor peasants. More recently, it has been estimated that 
with a population of 50 million the country could reach its 
best possible level of development. 

For so many people to live comfortably in Canada, the 
infrastructure would have to be extended, renewable 
resources managed efficiently, and non-renewable resources 
exploited at a controlled rate. Pollution problems would 
have to be solved. Finally, the population would have to 
attain a higher average level of education and skill than it 
has at present. 

“Underpopulation” and “overpopulation” are terms which 
refer to the capacity of a region to support the people who 
live in it. The changing pattern of settlement in Canada 
demonstrates that this capacity depends not only on basic 
resources, but on the progress of technology and on eco- 
nomic development. 


POPULATION DISTRIBUTION The most densely populated 
province of Canada is Prince Edward Island, with an aver- 
age of 49.7 persons per square mile at the time of the 1966 
Census. It is followed by Nova Scotia and New Brunswick 
with 37.06 and 22.16 respectively. Because of circumstances 
which have prevailed in those provinces for many years, 
they might be considered overpopulated: this is shown in 
part by the record of substantial migration out of the area. 
Agriculture, fishing, industry, and business cannot absorb 
the natural increase of the population. Newfoundland, with 
a much higher proportion of land unsuitable for agricultural 
or urban settlement than the other Atlantic provinces, has 
a population density of only 3.45 per square mile, yet it too 
has lost heavily by migration out of the province. 

By far the most populous provinces are Quebec and 
Ontario. But if density is calculated on a per-square-mile 
basis, they are not densely populated. Their settlement is 
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concentrated in the lower Great Lakes and upper St. 
Lawrence region, while the vast area of the Precambrian 
Shield is almost empty of population, except where mining, 
pulp and paper, railway, and shipping centres have 
developed. Parts of the closely settled areas might be con- 
sidered overpopulated, especially by drivers caught daily 
in rush-hour traffic, passengers trying to squeeze onto over- 
crowded buses, and students forced to occupy portable 
classrooms or attend school in shifts. 

With one exception, all Canadian provinces have experi- 
enced an absolute growth in population since the 1941 
Census. But most have shown negative net migration. 
Where this occurs, declining prosperity is not necessarily 
the main reason. Manitoba and Saskatchewan have had 
negative net migration for more than a generation, with 
Saskatchewan showing an absolute drop in population in 
both the 1941 and 1951 Censuses, although not since then. 
This fact reflects greatly increased productivity in agri- 
culture, traditionally the main industry in these provinces. 
The trend in farm incomes has risen, the output of farms 
has risen, but the number of farms has decreased. At the 
beginning of the twentieth century, a farm family would be 
kept busy running a prairie grain farm of 160 acres (a 
quarter-section); today mechanized units of two, four, or 
six square miles can often produce more and better grain 
with less labour. The surplus farm population seeks oppor- 
tunities elsewhere. 

Alberta’s population has grown faster than that of the 
other prairie provinces, largely because of the great oil 
discoveries of the later 1940's, and the resulting urban 
development. Even that province showed a small net migra- 
tion outward in the period from 1961 to 1966. But then, it 
has been said that people do not die in the prairies, they 
move to British Columbia. Many retired persons who can 
afford to do so seek to spend their last years in a climate 
where the winters are not too severe. 

Of course, British Columbia is far from being just a 
glorified old folks’ home. Since the second world war, it 
has had the fastest population growth. The population 
jumped from 1.2 million in 1945 to 1.9 million in 1966. The 
growth has been largely industrial and urban, concentrated 
on the west coast—the province’s access to the markets of 
the Pacific and its abundant hydro-electric energy have 
attracted new industry. Its mineral resources and forest 
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Net migration To obtain this figure, statisticians compare, 
for a given census period, the natural increase (excess of 
births over deaths) in an area, with the total population 
increase. If the total increase is more than the natural increase, 
then people must have moved into the area. If the total 
increase is less, the difference between the figures indicates 
how many people have moved out. 


FACTORS IN POPULATION GROWTH 


1961 natural net 1966 

Census increase migration Census 
Nfld. 457,853 59,577 —24,034 493,396 
Races 104,629 8,506 —4,600 108,535 
Nis: 737,007 59,526 —40,494 756,039 
N.B. 597,936 53,229 —34,377 616,788 
Que. 5,259,211 457,717 +63,917 5,780,845 
Ont. 6,236,092 487,852+236,926 6,960,870 
Man. 921,686 70,340 —28,960 963,066 
Sask. 925,181 75,691 —45,528 955,344 
Alta. 1,331,944 134,607 —3,348 1,463,203 
Bace 1,629,082 104,103+140,489 1,873,674 
Y.T. and 
N.W.T. 37,626 6,745 —1,251 43,120 


Canada 18,238,247 1,517,893 +258,740 20,014,880 


SOURCE: Canada Year Book, 1968 





British Columbia attracts growing numbers of 
tourists. 


The population of the Yukon Territory (1966) isless products are being developed to meet increasing demand 
than the seating capacity of Maple Leaf Gardens. jn Canada and abroad. New towns are being built in former 
wilderness areas. 

The population of the Yukon and Northwest Territories, 
while growing, is still very small—about 43,000 at the time 
of the 1966 Census—not enough to make one medium-sized 

percent city. The vital statistics for this area are interesting. The 
me 196655 sincrease entrails unusually high, and the infant mortality rate 
Calgary, Alta. 279,062 330,575 18.5 disgracefully so. The life expectancy is still very low. A 


POPULATIONS OF CENSUS METROPOLITAN 
AREAS 


Se ee ponene footie ve statistical pattern of this kind gives an idea of the standard 
Hamilton, Ont. 395,189 449,116 13.6 of living in the region. 

Kitchener, Ont. 154,864 192,275 24.2 

London, Ont. 181,283 207,396 14.4 , / 

Montreal, Que. 2,110,679 2,436,817 15.5 Urbanization 

Ottawa, Ont. 429,761 494,535 15.1 

Quebec, Que. 357,568 413,397 15.6 ; 

Peninancasie 112.176 131.127 16.9 The drift of population from rural areas and small towns 
Saint John, N.B. 95,563 101,192 5.9 has been noted since the time of the first world war. Cities 
St. John’s, Nfld. 91,654 101,161 10.4 5 ba 

Saskatoon, Sask. 95,564 115,892 21.3 have been growing, and the largest cities have been grow- 
Sudbury, Ont. 110,799 117,075 5.7 ing most rapidly. Since the second world war, they have 
Toronto, Ont. 1,824,589 2,158,496 18.3 : 

Vancouver, B.C. 790,165 892,286 12.9 burst their boundaries; suburbs have spread into the sur- 
Victoria, B.C. 154,152 173,455 12.5 rounding countryside. 

Windsor, Ont. 193,365 211,697 9.5 ; 

Winnipeg, Man. 476,543 508,759 6.8 By the 1966 Census, almost half of the people in Canada 


lived in metropolitan areas. By 1980, it is expected that the 
figure will have increased to 60 per cent. Smaller urban 
The largest cities have been growing most rapidly. (IN centres, which are not growing as fast as larger ones, 
a number of cases, the increase reflects an extension 2 : 

of area boundaries—Kitchener, Ontario, for example.) accounted for about 25 per cent of the population in 1966, 
while the total number living on farms dipped below the 
2 million mark, at a time when the population of the 
country rose past 20 million.These statistics do not tell the 
whole story. Of those living in rural areas, many are people 
who ride or drive to work and shop in towns and cities, 
forming part of the urban economy. Thus the classifications 
are often artificial: where do you draw the real boundaries 
of a large town when so many people commute to urban 
centres from the surrounding countryside? 

Canada’s rate of urban growth is much higher than that 
in other countries with a comparable standard of living. 
The benefits of this growth are easy enough to see: larger, 
more accessible markets for goods and services, more 
opportunity for specialization of skills, easier communica- 
tion, richer cultural development, greater prospects for 
investment and profits. But town and regional planners are 


SOURCE: Canada Year Book, 1968 





Riot in Montreal— concerned about the costs and dangers of overly large 
How does overcrowding provoke urban urban concentrations, and serious disturbances in the older 
unrest? cities of the United States have underlined their warnings. 
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Dr. Gordon M. Shrum, chairman of British 
Columbia Hydro: “The first country to abolish 
the car will be the healthiest, happiest and 
wealthiest in the world.”’ 

Yeah. There were 4.3 million cars regis- 
tered in Canada in 1961. There will be 7 million 
this year. The way it’s going, that number will 
nearly double by the end of the decade. 

But can we allow it to? Specifically and of 
prime urgency, can we allow the automobile to 
retain the upper hand over people in the city? 
With our sudden and long overdue concern for 
the environment that sustains life on earth—and 
with the quality of that life—this now seems 
bound to be a gut issue of the Seventiés. 

The prime feature of the debate now gather- 
ing strength is that objective people — save per- 
haps some suburbanites who don’t care about 
the city anyway — seem agreed in principle that 
the car is a socially Bad Thing, yet individually 
insist on driving and even clamor for freeways. 
Selfish he is, man, and there is little reason to 
trust that persuasion and noble appeals will 
change that. What, then? 





—from an article by Oliver Clausen in The Globe Magazine, 
March 7, 1970 


Is it possible to be motorized and at the same 
time civilized? The question is posed by a U.S. 
transportation expert, Wilfred Owen of the 
Brookings Institution. It’s getting harder to an- 
swer in the affirmative. Is it civilization if we 
have to wear gas masks to survive in the cities 
in another 10 years or so? If school children, 
day after day, are ordered not to exercise so 
they won’t breathe too deep draughts of air that 
is really ambient filth—as is happening in Los 
Angeles right now? 

The car causes as much as 80 per cent of the Pe a? = a: 
air pollution that is suffocating the cities, as i == 
well as 75 per cent of the noise pollution. A cou- Uta 
ple of other automotive pollutants: 8 million Liz SS... 
cars junked annually in North America, 105 mil- — ERNE ES iT 
lion tires. Think of the giant tankers that split 
open, their oil (as much as 75 million gallons in u| ee i a 
one ship) destroying the ocean before being i x vl ui il ive ci 4 
turned into gasoline to destroy the air. ION fe 

And the car is responsible for the garish = 
vulgarity of billboards and drive-ins along the es ge eS @ 
access routes into the city. It kills more than Wee ste Nor VERY CONCERNED WITH WHRT OUR DESTINATION 16 Like 
5,000 Canadians a year. It plays havoc with fam- 
ily economies; most car Owners can’t really af-  —cartoon byT. C. Rashleigh, in Community Planning in B.C.; 
ford to be. reprinted with permission 
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Le Corbusier's sculptural city— 


“At a time when the stability of civilization had 
been disturbed by new social and political philoso- 
phies and by new comprehension of man’s place 
in the physical universe, there had to be equally 
profound questionings about the forms of cities 
as expressions of man’s place in society. Is the 
individual personality the most important focus of 
life, with all its possessive, perverse, and self- 
centred qualities? Or is the individual to be 
regarded as but a temporary member of a larger 
and more crowded continuity of people that is the 
real stuff of which cities are made? These are the 
questions that seem to be symbolized in the charac- 
teristic works of Le Corbusier and Wright... . 
On these two positions people tend to take sides 
in argument. Undoubtedly there is truth on both 





ORCS Ce y1Sa9 


























sides and the issue is not so much a matter of = a= } 
conflict as of complement.” a. Bante as 
—Humphrey Carver, Cities in the Suburbs (University of ae by — ——- 

Toronto Press, 1962) p. 42 (drawings by Zoltan Kiss) 


Frank Lloyd Wright’s open city— 
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What should cities do? Stop growing? Grow upward? Or grow outward? 
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When a city’s population grows beyond half a million or 
so, its transit system may become strained. The municipal 
government may get out of touch with the people. Services 
such as garbage collection and disposal become more costly 
to organize. High land costs force more of the population 
into multi-storey living, or into crowded ghettoes in run- 
down neighbourhoods. Many of the better-off people with 
families move to suburbs which are cut off from real contact 
with the problem areas, and tend to be indifferent to 
mounting social distress until crime rates rise and violence 
breaks out. 


PLANNING Regional planning is a comparatively new pro- 
fession which has come into its own since the second world 
war. So far the planners have been mainly occupied in 
producing studies and recommendations, but a number of 
municipalities and regions have adopted official plans for 
orderly development. 

In 1968, teams of planners working for the Ontario 
government produced blueprints for halting the tendency 
to over-concentration of population and industry in the 
so-called “golden horseshoe” area around the western end 
of Lake Ontario. They proposed that development be 
directed to a number of towns and small cities which 
already had some advantages for economic growth. A 
town with good road and rail connections, water resources, 
a pleasant situation with attractive recreational possibilities 
in its neighbourhood, an airport (or at least a suitable 
location for one), and agricultural land in its vicinity which 
will support dairying and market gardening, might be an 
excellent location for a medium-sized city. There are many 
such sites in Ontario—and, for that matter, elsewhere in 
Canada. 

The Ontario planners suggested that industries be encour- 
aged and assisted to locate in certain specified “growth 
areas.” But industrial development is not enough. All levels 
of government must co-operate in providing the sort of 
environment which will attract the people who can make 
the industries successful. It has been estimated that an 
urban centre must have a population of at least 100,000 
—perhaps up to 200,000—before it can offer the interest 
and excitement of modern urban life. 

A city of such a size can support a university, one or 
more community colleges, and an elementary and secondary 


The Canadian population 119 


Suburban housing— “7he suburbs are a crashing 
bore and desolating disappointment. The suburbs 
are exactly what we asked for. 
exactly what we've got.” 


The suburbs are 





““Cities can be designed. ...° Can they? 


“The problem is, of course, that the suburbs are 
not made by the people who live there. They 
arrive afterwards. Suburbanites have had cause 
for complaint that what they find on arrival is not 
an expression of their desires and ambitions. The 
suburbs don’t look remotely like anything they 
could have imagined; this has not been the ful- 
filment of a dream. To a large extent the suburbs 
have been an accident, the consequence of an 
elaborate interplay of forces in land speculation, in 
traffic arrangements, and in the bid for consumer 
markets. The people who arrive in the suburbs 
have been inarticulate; they have neither formu- 
lated nor expressed their desires. How could they ? 
They weren't there when the decisions had to be 
made. The settlers on the modern frontier are not 
like the early pioneers who Cleared the chosen land 
themselves, selected the site for the homestead, 
and made their own environment. Making the 
suburbs has been a complex, impersonal, greedy, 
industrial process for converting raw land into a 
finished salable product... .” 


—Humphrey Carver, Cities in the Suburbs (University of 
Toronto Press, 1962) pp. 3,118 


Vallingby, a planned suburb of Stockholm, where 
trees and open space maintain man’s contact with 
nature— 





This planned community contains housing which 
ranges from single-family units to high-rise apart- 
ments. Its shopping centre includes a wide variety 
of retail outlets, professional offices, and several 
excellent restaurants. It is located on a rapid- 
transit line which can take passengers into the 
heart of Stockholm in about half an hour. 


school system with facilities sufficiently varied to offer a 
broad range of educational opportunities. Doctors, dentists, 
lawyers, and other professional persons can find enough 
work to give them the high standard of living to which 
their lengthy and expensive training entitles them. A 
medium-sized city can afford live theatre, concert groups, 
good bookstores, restaurants, and specialty shops of many 
kinds. It is not necessary to rely on the mail-order services 
of a couple of big department stores. Business and industry 
can be diversified enough to provide employment for a 
full range of talents. Young ambitious people do not need 
to leave home in order to find an outlet for their skills. 

If the planners are right, the advantages of urban life 
can be made available without encountering the hazards 
of pollution, decay, and “depersonalization” which afflict 
over-large concentrations of population. 


Canada is comparatively fortunate in that problems which 
are more severe in older economies are less deeply 
entrenched here. With an excellent resource base, a youth- 
ful population, and an awareness of current and future 
realities, its prospects are envied by countries now classified 
as “fully mature.” 
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THE PRODUCTION OF WEALTH 


It was once usual to equate wealth and money. However, 
search in a good dictionary reveals that “wealth” is not 
identical with “money,” “riches,” or “income.” It means 
“well-being, “comfort,” or “having enough of the things 
you want.” Therefore, in any society with a tradition of 
individual judgment, wealth means one thing to one person 
but may mean something quite different to his neighbour. 

Economics today is undergoing a much-needed shakeup. 
Old definitions and assumptions are being questioned in 
the light of actual experience. As a result, there is some 
confusion in terminology and in thought. Modern econo- 
mists like J. K. Galbraith are performing a useful service 
by challenging “conventional wisdom” and suggesting new 
and more realistic classifications and terms. 


The traditional view of production 


The traditional economists preferred to think of wealth as 
money, since it was (and is) easy to count money, and 
impossible to express “well-being” in terms of dollars and 
cents. According to their views, wealth resulted mainly from 
the production of goods; they did not pay much attention 
to production of services, though admitting they were of 
some value. Goods, being solid and visible, were easier 
to think about. It was assumed that production of goods 
depended on the use of a number of things, or factors— 
land, labour, capital, management—all limited, or scarce, 
and all worth money. Profitable production resulted from 
combining the factors in the most efficient way, varying 
the “mix” as the cost of the factors changed. 


ARE THE FACTORS OF PRODUCTION “SCARCE”? Supposedly, 
land was essential for production. Its cost was the rent paid 
for it, or the mortgage interest or—if it was owned outright 
—the income the owner was losing by tying up his money 
in property instead of putting it into investments like stocks 
and bonds. This is true enough: “a place to stand” is neces- 
sary for production of goods and services, whether on 
farms, or in factories, offices, schools, hospitals, and govern- 
ment buildings. But the theoretical emphasis on scarcity 
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Agricultural techniques have been much improved 
in this century, resulting in more and better produc- 
tion. Yet Canadian agriculture is undergoing a 
crisis. 


Does the traditional notion of scarcity apply ? 


itt || 


PEKING. Slogans and exhorta- 
tions there are, certainly, and 
fine points of theory may be 
endlessly debated, but this coun- 
try's leaders know that to inspire 
emulation it is necessary that 
the message be humanized. 
Thus the Chinese press glows 
regularly with the deeds of ex- 
emplars of the virtues desired in 
Mao Tse-tung'’s New China. 

Take one Li Tzu-chun, a 
cleaning worker at a metailurgi- 
cai plant in Shenyang, capital of 
Liaoning province in northeast- 
ern China. In the past decade, 
according to a recent New China 
News Agency article, Li has 
helped save the state the re- 
markable sum of more than 
200,000 yuan ($88,000) by en- 
couraging his workmates to use 
spare time to recover usable 
material from scrap heaps. 

He is held up as an oustand- 
ing foWower of Chairman Mao's 
important teaching: ‘To make 
China rich and strong needs sev- 
eral decades of intense effort, 
which will include, among other 
things, the effort to practice 
strict economy and combat 
waste, i.e., the poticy of building 
up our country through diligence 
and frugality.” 

From the time he entered the 
plant as a plumber in 1950 Li 
“has never thrown away even a 
valve or a bend without thinking 
whether use could be made of 
it." Whenever he saw parts on 
the ground he would pick them 
up, repair and use them. 

Then one day in 1959 a pass- 
ing plant truck dropped some of 
its load of scrap near Li and he 
found bits of copper in it. Recall- 
ing Mao’s instructions on frugal- 
ity, Li immediately asked to join 
a cleaning team, which was soon 
organized also into a “spare 
time waste material collecting 
team.” 

Sweeping in front of the fin- 
ished products depot one day, 
the cleaners discovered copper 
particles the size of a grain of 
rice. At Li's suggestion they de- 
cided to recover them by using 
the gold-panning method. 


Their first success was the re- 
covery of more than 360 kilo- 
grams of copper. After that they 
swept the floor at the depot 
daily and panned the copper on 
their Sunday day off. More than 


five tons of copper were recov- 
ered this way in 1960 alone. 

Their reward came from the 
men in the metting shop. Every 
time they turned over the 
Panned copper particles, they 
were told: “Comrades, your 
hearts are redder than the fire in 
the furnace.” 

One day in March 1960 Li dis- 
covered that scrap being loaded 
on a train contained a tot of wire 
and wooden blocks. He and his 
12 fellow cleaners decided to at- 
tack, in their spare time, the for- 
midabie task of combing through 
more than 300 tons of waste to 
recover the useful wire and wood. 
They worked for 35 days, des- 
pite cold and snow, to complete 
the task end saved the state 
‘more than 5,000 yuan ($2,200). 

Another report from Shenyang 
tells of inspiring examples in the 
Liaoning provincial countryside. 
The Chienchang Pao production 
brigade in Penchi county has a 
number of revolutionary peas- 
ants who have applied Chairman 
Mao's works in a living way. 

Sun Yu-fu, leader of the séc- 
ond production team, for one, al- 
ways thinks of and toils for the 
collective. ‘Although his house 
has leaked for more than a year, 
he has not taken the time to re- 
pair it. On the first day of the 
spring festival, while commune 
members were eating meat 
dumplings at home, he took the 
lead in getting alt his family to 
collect manure for the collec- 
tive.” 

Then there are the 100 mem- 
bers of the “iron girls” brigade 
who fast winter arose at three 
every morning and went to a 
wood several kilometres away to 
gather fertitizer. 

“They filled their baskets with 
rotting feaves they dug out from 
under a thick layer of snow. 
Never complaining about hard- 
ship and tiredness, they went up 
and down the mountain, cover- 
ing some 40 kilometres a day. 
They stumbled on the slippery 
paths and stood up again, brav- 
ing the howling wind, their plaits 
covered with ice and their clo- 
thing soaked with sweat. 

“They carried back countless 
baskets of leaves to the brigade 
on their shoulders, 200 tons in 
all throughout the winter. This 
provided adequate fertilizer for 
the spring plowing.” 


—Norman Webster in The Globe and Mail, Jan. 31, 1970; 
reprinted with permission, The Globe and Mail Limited 


and cost may be confusing, especially to Canadians. It is 
true that, when railways were built in Europe in the nine- 
teenth century, land for the right-of-ways had to be pur- 
chased, often at considerable expense. But in Canada most 
of the railway land was granted freely by federal and pro- 
vincial governments. 

In the present day, Canada finds itself with too much 
good wheat land, in spite of a world shortage of food. In a 
few Canadian metropolitan centres, land costs have reached 
terrifying heights. But where urban growth is not occurring, 
handsome properties are ridiculously cheap. Thus “scarcity 
of land,” is, to say the least, relative. 

Labour—the second factor of production according to 
traditional economics—also has its price—wages or salaries. 
Supposedly it too is scarce. But how scarce? We have 
already seen that Canada has a small labour force in pro- 
portion to the size of its population, and further, that much 
of the labour force has insufficient training in modern pro- 
duction techniques, or is located too far from the main 
growth centres. Still, the average person is puzzled by talk 
about “labour scarcity’ in a country with a stubborn 
unemployment problem. 

Capital is a third factor of production: it may be 
described as fixed capital—money tied up in factories, 
buildings, and equipment—and may also include money 
available for investment in such things. Traditionally, 
Canada has been very short of capital, so that it has been 
necessary to rely on outsiders for a large part of the money 
which has been spent on railways, roads, factories, schools, 
office blocks, oil wells, mines, and power projects. Indi- 
viduals or institutions in Europe (including Britain), the 
United States, and (recently) Japan, buy Canadian stocks, 
bonds, and debentures which supply money for Canadian 
development. In return, they receive dividends or interest, 
and often a controlling share in Canadian industry. But 
Canadian investment dealers complain that there are not 
enough opportunities for Canadians to invest in Canada. 
They often tell their clients to buy foreign securities on 
which they can expect to receive a larger profit. This is 
confusing—is Canada really short of capital? 

The last of the traditional factors of production is man- 
agement skill. Once this meant just what it said; today, it 
would include technological knowledge, and research and 
development (commonly referred to as R and D). Here, a 
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small country—and Canada is small, in population at least 
—is always at a disadvantage. Yet, if management and 
technological skills are scarce in Canada, why are brilliant 
executives, scientists, and engineers leaving the country to 
take better-paying or more challenging positions elsewhere? 

Not only the traditional notion of scarce factors of pro- 
duction, but also the traditional division of production into 
goods and service sectors appears open to question today. 
Most goods produced contain a larger proportion of 
“service” than was formerly the case—sometimes a very 
large proportion indeed. Ready-made clothes are a com- 
paratively modern development: a hundred years ago most 
clothes were made at home, or made to order by tailors and 
dressmakers. The trend to processed foods ‘seems irrevers- 
ible—few housewives today bake bread and cookies; pluck 
and clean chickens; make jam, pickles, butter, and ice 
cream; or salt down the winter's supply of meat. Some 
goods are usually supplied along with service contracts: 
for instance, fuel oil companies undertake to perform rou- 
tine maintenance on furnaces. Automobiles and household 
appliances are sold with service warranties. Many manu- 
facturing industries employ more people to serve their 
customers than they do to make their products. So it 
becomes harder as time goes on to separate “goods” from 
“services.” 

To summarize, then: traditional economic teaching about 
production suffers from too much emphasis on the pro- 
duction of goods, and too much reliance on the notion of 
scarcity, which fits individuals well enough but is no longer 
so clearly valid for the whole economy. Adapting such 
analysis to the problems of Canada in the second half of 
the twentieth century requires too much re-definition and 
qualification: it is like trying to make a suit of medieval 
armour fit a healthy modern youth raised on a well-balanced 
diet high in proteins and vitamins. 


HOW CAN INDUSTRIES BE CLASSIFIED? Traditional economics 
has another drawback today. It rigidly labelled industries 
as primary, secondary, or tertiary. This classification is much 
less useful now than it once was. Briefly, primary industries 
produce staple products like grains, minerals, wood pulp, 
electric power, codfish, bricks, and apples. Secondary 
industries use the products of the primary industries to 
manufacture finished goods: for instance, the construction 
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The United States has about 10 times the population 
of Canada. Therefore it has about 10 times the 
number of geniuses. It can expect to produce at 
least 10 times the number of inventions and clever 
ideas. It also has at least 10 times the amount of 
money to develop them and has much larger and 
more varied markets to absorb them. 


Some Canadian bright ideas have not been de- 
veloped in this country because of lack of money 
or markets. For instance the basic research on 
freeze-dried foods was done in Canada in govern- 
ment laboratories, for the purpose of developing 
improved survival rations for the armed forces. 
However, no Canadian food company was willing 
to go into commercial production of freeze-dried 
foods; it did not seem profitable. American com- 
panies have ventured to experiment with this 
process (actually market-testing it in Canada), 
which in time may provide not only “convenience 
foods” for the North American market, but safe, 
nutritious, good-tasting products for countries 
where refrigeration and sanitation are lacking. 











—drawing by M. E. Perkins 


A shield and armour protect this mighty Roman 
warrior—who is just over 5 feet tall ! 
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B.C. Forest Products is an integrated company. 
Below, a chart from their annual report— 
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industry makes buildings out of bricks, lumber, steel, con- 
crete, and glass. Tertiary industries provide the services, 
including transportation and communication; service indus- 
tries are defined as those that do not change goods 
physically but make the vital link between producer and 
consumer. 

Classification on traditional lines is often hard to apply 
in modern conditions. Increasingly, single firms may have 
primary, secondary, and tertiary functions. An aluminum 
company may mine, transport, and refine bauxite to pro- 
duce aluminum metal, manufacture aluminum products, 
organize construction projects for aluminum houses, and 
advertise its products in newspapers, trade publications, 
and “home shows.” Moreover, tertiary industries such as 
banking and insurance services, once considered compara- 
tively minor businesses, have grown to positions of great 
influence in the economy. 

The highly developed economies of the western world 
reveal an increasing amount of integration in industry. It 
is usual to speak of “vertical” and “horizontal” integration. 
Horizontal integration occurs when a company, or a busi- 
ness, or an individual acquires or amalgamates with a 
competitor in order to command a larger share of the avail- 
able market. Thus a farmer may buy his neighbour’s land, 
or several doctors may combine their practices, or a trust 
company may take over similar companies, or airlines may 
merge. Presumably, horizontal integration offers advantages 
to the parties concerned. For instance, in a group medical 
practice, the doctors can share office and laboratory facili- 
ties, and secretarial and nursing services; they can work 
out an arrangement to cover emergency calls on a 24-hour 
basis. When two companies in the same line of business 
merge, they can use management skills more efficiently and 
raise money more easily. 

Vertical integration has already been illustrated by the 
case of the aluminum company involved in house con- 
struction. It is also well established in the oil industry: a 
company which began as a firm exploring for oil may, in 
the course of years, acquire railways, shipping lines, refiner- 
ies, chemical plants, textile firms (because many synthetic 
yams are derived from petroleum products), detergent 
companies, service stations, and (for advertising purposes ) 
hockey teams. Vertical integration tends to break down the 
old classification of industries. 
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Still another way of classifying production of goods and 
services is under the headings private sector and public 
sector. According to communist and some forms of socialist 
theory, all sources of goods and services should be publicly 
owned. No country in the world has carried out this doc- 
trine completely, although the principle can be said to 
operate in certain religious communities and in some primi- 
tive tribes. It is simply not practical for any modern 
government to give detailed supervision to all aspects of 
economic life. Thus in Yugoslavia, although all large-scale 
business is state-owned, firms with not more than eight 
employees are permitted to function as private businesses 
—this includes most farms, retail shops, small construction 
companies, and restaurants. At the other extreme, no sup- 
posedly “capitalist” state has ever permitted such essential 
services as national defence, administration of justice, or 
maintenance of law and order to remain in private hands. 

In those industrial countries where a mixed economy 
prevails (all the prosperous countries at the present time) 
some production is carried out by private individuals and 
firms, some by governments, and some by co-operatives— 
groups of freely associated individuals combining for an 
economic purpose. The private sector in the mixed economy 
may be more flexible and adventurous than the government 
sector and more able to develop and apply new ideas. 
Where it anticipates success, private industry will take 
risks which can lead to the production of new goods and 
services or to more efficient techniques of production. A 
successful—that is, profitable—venture will be imitated by 
competitors. Thus in the private sector there is continual 
striving for improvement. 

Privately owned firms are presumed to operate for the 
purpose of making a profit. But in a mixed economy the 
rate of profit may be limited by government action. In 
Canada, railway freight charges, for example, are regulated 
by the Canadian Transport Commission, which also has 
jurisdiction over telephone companies and some other com- 
munications media. 


IDEAL ORGANIZATION OF PRODUCTION—A DREAM? Traditional 
patterns of ownership and control of production retain both 
vitality and merit. Almost all kinds of productive organiza- 
tion developed by civilized man (with the exception of 
those based on slavery and subsistence standards) can in 
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That a thoroughly state-controlled economy will 
have a superior system of production has yet to be 
proved. West Germany is much more prosperous 
than East Germany, and obviously happier, since 
many East Germans want to move to the West, but 
few West Germans go to the East. Czechoslovakia 
was much more prosperous between the two 
world wars than under the Nazis or Communists. 





A striking example of a mixed economy in action 
is furnished by the famous “moon landing” in 
1969. Some of the “R and D” was done by 
scientists working for governments—not just the 
United States government. Some theoretical work 
was done by scientists and engineers employed 
by privately owned corporations. 


The “feet” and “legs” of the craft which first 
landed on the moon were built in Canada by a 
privately owned Canadian company. An American 
concern wanted to sub-contract parts for the Junar 
module. The Canadian company thought it could 
build them at a reasonable price. It made an offer, 
got the contract, and eventually participated in a 
great scientific and engineering achievement. 
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Is this an efficient operation? 


What would be the advantages of larger- 
scale organization in the fishing industry ? 
What disadvantages might this fisherman 
see? 


On the quality of life — One popular powdered 
dessert gives this list of ingredients on the carton: 
nonfat dry milk, sodium caseinate, corn syrup 
solids, lactose, ammonium carrageenan, artificial 
sweeteners, artificial flavours including vanillin and 
ethyl vanillin, lecithin, sodium silico-aluminate, 
salt, sodium ascorbate, vitamin E acetate, ferric 
orthophosphate, vitamin A, niacinamide, calcium 
pantothenate, manganese sulfate, basic copper 
carbonate, pyridoxine hydrochloride, and thiamine 
mononitrate. Developments like these have led to 
a movement to “put the food back in food.” 


the present and could in the future provide a “commodious 
living” for many people. The present is certainly an age of 
transition. Fifty years ago, “being your own boss” was the 
most desirable goal, and working for a small organization 
was the most common fate of those with their living to earn. 
Today, most production of goods and services is controlled 
by large-scale organizations, but this does not mean that 
individual enterprise and small-scale operations are no 
longer important. Nor does it mean that methods of owner- 
ship and control of production which were worked out 
perhaps hundreds of years ago are no longer practical. 

One of the problems of modern economies—both “free” 
and state-controlled—is a great deal of inefficiency in pro- 
duction. Improved efficiency, and hence more prosperity, 
would result if production were carried out by units of the 
“right” size, under the “right” kind of ownership, using the 
“right” equipment and methods, and aiming at the “right” 
markets. Government and industry are learning methods of 
improving efficiency, but putting this knowledge into effect 
is a slow process. In the meantime, the best that can be 
hoped is that common sense and a respect for human 
values may guide the evolution of democratic economies. 

We hear a great deal today about “the quality of life.” 
The high standard of living enjoyed by the developed 
countries resulted largely from the application of mass 
production techniques. These techniques were well illus- 
trated by Henry Ford’s famous Model T car, the first 
automobile available in quantity at a price low enough for 
ordinary people. A further development of mass production 
has resulted in differentiated production, which is less effi- 
cient but results in more variety. For example, popular- 
priced cars today are available in many colours and styles 
with endless combinations of optional features. Today, 
people with low incomes are not obliged to dress in drab 
uniform clothing but have a wide choice of attractive low- 
priced garments. Yet the quality of life, however much 
enhanced by the achievements of large-scale production, 
is also diminished by some of its consequences: apartment 
buildings which are filing cabinets for human beings, bread 
apparently made out of plastic, television commercials 
aimed at low-grade morons, as well as air and water pollu- 
tion and destructive levels of noise. A better “mix” would 
produce goods and services in a manner resulting in a more 
agreeable way of life for most people. 
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Forms of economic enterprise 


SINGLE PROPRIETORSHIP The simplest form of economic 
enterprise is the single proprietorship. The owner of a 
business may do all the work himself or may have 
employees. But he assumes complete responsibility for the 
undertaking. This has disadvantages: the debts of the busi- 
ness—mortgages and loans—are his personal debts. If times 
are bad, and the business gets into trouble, he may have 
to sell his house, give up his insurance, go into personal 
bankruptcy, and ruin his family’s prospects in order to 
satisfy his creditors. Yet single proprietorship may be safe 
enough and, in certain circumstances, the best form of pro- 
ductive organization. Much creative work is carried on in 
this way. The majority of writers, actors, artists and musi- 
cians “own” themselves and their equipment. Some are 
quite rich; others are not. If they wanted to be employees 
they could probably find jobs. Highly original and talented 
people often prefer the greater degree of freedom afforded 
by single proprietorship and are willing to face its risks. 
Perhaps the most obvious example of single proprietor- 
ship in Canada is the farm. Most Canadian farms are owned 
by individuals. There are some rich farmers, some reason- 
ably prosperous ones, but too many poor proprietors of 
“non-economic” enterprises. Technological improvements 
have made it possible to produce bigger and better crops, 
with less labour than was formerly required. Owners of 
small properties with mediocre or poor land and large 
families are squeezed out of business. Government pro- 
grams, federal and provincial, have given some help to 
farmers whose operations do not measure up to modern 
demands. There are retraining programs which enable 
farmers to learn other occupations. There are loan schemes 
which help the better-off farmers in an area to acquire the 
land of poorer farmers, and thus expand and make improve- 
ments. Loans or outright grants have been given so that 
farmers may modernize their “capital’—for instance, by 
destroying old fences dividing their property into fields too 
small to permit the profitable use of mechanized equipment. 
Some farms in Canada are located in areas not really suited 
to crops. They should be turned into grazing land, or 
reforested, or converted to recreational use. Government 
money is available for this. The present trend in Canadian 
agriculture is towards larger farms with more capitalization 
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New Brunswick farm land—lIt has been suggested 
that with more intensive cultivation, New Bruns- 
wick could be as productive as Denmark. 
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Would such an enterprise be successful in 
your community ? 
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(which, in this sense, means more equipment) and, 
obviously, towards fewer but richer proprietors. 

Single proprietorship is also common in the professions 
—lawyers, architects, engineers, doctors, nurses, who are 
in business for themselves. These occupations are usually 
classified as “service” industries, but not always. A nurse 
working as a member of a hospital staff is an employee, but 
if she is a private-duty nurse she is a single proprietor. In 
both cases, she is doing a “service” job. But, suppose that 
she works on the staff of an automobile manufacturing 
company, bandaging the cuts and scrapes of the assembly- 
line workers, handing out headache pills, and taking tem- 
peratures in a flu epidemic. Is she doing a “service” job, or 
is she a cog in the “production” process? Classifying her 
work is rather artificial. She will probably be on an annual 
salary and have her income tax, pension, and other contri- 
butions deducted from her pay cheque; but she will (unlike 
most employees) retain a large degree of lawful authority 
in particular cases. No foreman (or other official) can 
decide: “That man is not sick—he is trying to be sent home 
because he wants to paint his house on company time.” 
She has to make the decision herself. Maybe the worker 
needs a small bandage, maybe he needs to be seen by a 
doctor, maybe he needs to be told to pull himself together. 
It is her decision, not the foreman’s. Professional work, 
therefore, contains an element of independence, even where 
the professional person is an employee. 

The importance of enterprises owned by single proprie- 
tors is not to be measured in terms of their contribution 
to the Gross National Product. Their earnings are dwarfed 
by those of the large corporations which have come to 
dominate the economy. But the increasing wealth of the 
economy gives more, not less, scope for small businesses 
providing specialized services or products. Thus, small retail 
shops offering luxury goods may flourish in the fashionable 
districts of rich urban centres. Talented craftsmen can find 
a market for their wares among those whose income exceeds 
their requirements for basic needs, and who are prepared 
to pay well for goods that are more interesting than mass- 
produced items. Tourists (the Canadian tourist trade, 
already important, is capable of considerable expansion) 
like to buy things they cannot get at home, and are inter- 
ested in the original work of craftsmen and designers who 
operate on a small scale. 
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PARTNERSHIP A partnership, in which ownership is shared 
by two or more persons operating under a legal agreement, 
is a common form of economic organization suitable for 
small-scale enterprise. It is being used increasingly in farm- 
ing, usually as a family arrangement: a farmer may take his 
grown son or sons into partnership. They are thus guaran- 
teed a share of the business, which their father might other- 
wise sell 0 bequeath to someone else. They have an interest 
in working hard and making the farm as prosperous as 
possible. The father is guaranteed a portion of the income 
of the farm when he retires. The terms of partnership agree- 
ments vary a good deal, since each is specially negotiated 
to fit the requirements of the partners. 

Partnerships are frequently found in the professions— 
in accountancy, law, architecture, engineering, and medi- 
cine. They may be suitable for small-scale manufacturing 
and commerce of various kinds. They have an advantage 
over single proprietorship in that they permit a pooling 
of funds, effort, skills, ideas, and decision-making which 
may result in higher individual incomes for the partners 
than they could realize if each were working on his own. 
The main drawback to ordinary partnerships is that all 
partners are committed to the whole extent of their wealth. 
If one partner (through dishonesty, stupidity, or bad luck) 
should involve the firm in serious debts or losses, then all 
partners will suffer. Nowadays, it is usual for partners to 
take out insurance policies to protect themselves against 
at least some of the risk; they may also arrange that some 
of their personal fortunes be placed in the names of mem- 
bers of their families, in the hope that creditors of the 
partnership would then have no claim on family assets. 


LIMITED COMPANIES Because of the legal risks of partner- 
ship, a firm may prefer to become a limited liability 
company. This form of organization costs more to set up 
than a partnership, and involves considerably more record- 
keeping. The owners of the company are the shareholders, 
who may vary in number from three to several millions. 
The liability of any one of the owners is limited to the 
extent of his financial interest in the firm. In other words, 
if the company should go bankrupt, no shareholder can lose 
more than the value of the shares he possesses. This device 
originated in England in the nineteenth century, and was 
tremendously important in developing the industry and 
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Somebody always has to assume full liability in 
a partnership. However, there is a special form of 
partnership, frequently used, in which only one 
partner assumes unlimited liability, but he may 
take others into partnership whose liability is 
“limited.” Such limited partnerships are not per- 
mitted in the legal profession. 


Some changes in provincial legislation regulating 
companies have been proposed, and may soon 
come into effect. One suggestion is that a limited 
company might have only one shareholder. Thus 
single proprietors could have the advantages of 
limited liability, but they would have to pay to 
become incorporated, and follow government 
rules for record-keeping and reporting. 
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Some seven men form an Association 
(If possible, all Peers and Baronets), 
They start off with a public declaration 
To what extent they mean to pay their debts. 
That’s called their Capital: if they are wary 
They will not quote it at a sum immense. 
The figure’s immaterial—it may vary 
From eighteen million down to eighteenpence. 
/ should put it rather low; 
The good sense of doing so 
Will be evident at once to any debtor. 
When it’s left to you to say 
What amount you mean to pay, 
Why, the lower you can put it at, the better. 


They then proceed to trade with all who'll trust ‘em 
Quite irrespective of their capital 

(It’s shady, but it’s sanctified by custom) ; 
Bank, Railway, Loan, or Panama Canal. 

You can’t embark on trading too tremendous— 
It’s strictly fair, and based on common sense— 

If you succeed, your profits are stupendous— 
And if you fail, pop goes your eighteenpence. 


—from Gilbert and Sullivan’s “Utopia, Limited,” written to 
satirize the Joint-Stock Company Act of 1862, which safe- 
guarded limited liability 


3 per cent of Canadians own common stock. 
14 per cent of Americans own common stock. 


trade of the more advanced nations. Persons with money 
to invest, who previously feared to buy shares because they 
carried all the risks of proprietorship or partnership, were 
willing to put their money into growing businesses, secure 
in the knowledge that their possible losses were limited. 
This does not mean that imprudent or unlucky investors 
escaped disaster—many who invested too heavily were 
wiped out financially. Shareholders may suffer the same 
fate today if they fail to take advantage of the many sources 
of impartial advice which are now available. The legally 
incorporated company with limited liability is by far the 
most important unit in the privately owned sector of the 
economy. By definition, it cannot exist without shareholders. 

Economists studying the mixed economy which is evolv- 
ing in formerly “capitalist” nations usually recommend 
retaining and perhaps expanding the role of the investor- 
owned corporation. In theory, there is a kind of democracy 
involved in such organizations which is attractive. The 
shareholders have a voice in management in proportion to 
the number of shares they own. They can vote for the 
directors who are responsible for company management. 
They may question the directors. They have a right to 
inspect and copy the list of shareholders, should they wish 
to organize a protest movement against the directors’ poli- 
cies. In practice, a large corporation with thousands (or 
hundreds of thousands) of shareholders is rarely troubled 
by displays of “shareholder democracy.” The directors are 
apt to operate as a “family compact.” But the shareholders’ 
rights are still there, to be exercised if, as, and when the 
voters are prepared to take the trouble. 


CO-OPERATIVES Another form of owners’ democracy is the 
co-operative. A number of people band together for an 
economic purpose, which may be production of goods (a 
cheese factory), distribution of goods (a chain of grocery 
stores), or provision of a service (a credit union or an 
insurance company). Here the rule is “oné member, one 
vote, no matter how many shares he owns. Strictly speak- 
ing, the business has no profits. Surplus funds not required 
for replacement of equipment or for expansion are periodi- 
cally rebated to the members in amounts proportional to the 
amount of business each member has done with the “co-op.” 
For example, if you are a member of a co-operative retail 
grocery store, and have bought a thousand dollars worth 
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of goods from it during a year in which it had a surplus of 
2 per cent over its running expenses and other needs, you 
will receive a “patronage rebate” of twenty dollars at the 
end of the year. Even in these days, you could buy quite a 
lot of steak to celebrate. Furthermore, you would have 
been able to buy many goods at “your” store for lower- 
than-average prices, this being the reason for joining the 
co-op in the first place. 

Co-operatives play a very important part in the economy 
of some countries, notably Great Britain, Sweden, and 
Denmark. They exist in North America, and sometimes 
have considerable local significance, especially in the 
marketing and processing of farm products and the pur- 
chasing of agricultural supplies. It has been suggested that 
the growth of the consumers’ co-operative movement in 
North America has been checked by the spread of chain 
stores and mail-order businesses. Intense competition forces 
these private enterprises to operate efficiently, keep their 
prices low, and concentrate on getting a high volume of 
business in order to make acceptable profits. If the con- 
sumers are satisfied with the prices, they do not feel the 
need to organize co-operatives. 

The future of co-operatives in Canada is not easy to 
predict. They will not disappear; in fact, they may expand 
their share of total business activity. The tests are two. First, 
how well do they satisfy the market? If competing forms 
of business perform more efficiently, the role of the co- 
operative will be restricted. The second test arises from 
the first: what groups in society will continue to suffer from 
economic problems that could be lessened by resort to co- 
operative production or purchasing? It is here that any 
expansion of the co-operative system can be looked for. 


Big business 


All of the forms of enterprise described in this chapter can 
operate, and often do, on a very small scale. But the really 
big producers of goods and services dominate business 
activity in all modern highly developed economies. A very 
large enterprise has many advantages. It can buy supplies 
in bulk at a lower cost than a small company which can 
purchase only a little at a time. It can afford to acquire 
sources of supply and distribution outlets. It can run train- 
ing programs for its employees, and shift them around 
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Eskimos have organized co-operatives to sell their 
handicrafts. Canadian Indians have also estab- 
lished successful co-operatives, such as one at 
Red Lake, Ontario, which operates a pulp-cutting 
enterprise. 


Complete financial information for co-operatives 
in Canada is not available, but here are sales 
figures for some of the larger ones: 

Coop Fédérée de Québec— $182.2 million 

Federated Coops (Sask.)— $176.4 million 

Alberta Wheat Pool— $143.0 million 


United Coops of Ont.— $83.3 million 
Co-op Agricole de Granby— $60.6 million 


One of the largest co-ops in Canada—the Sas- 
katchewan Wheat Pool—does not publish its sales 
figures. (This information was published in The 
Financial Post, Aug. 2, 1969.) 


Make a study of companies like George 
Weston, International Utilities, and Mac- 
Millian Bloedel. Look at their annual reports 
and check newspapers and other sources for 
material. 
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CANADA’S 50 LARGEST COMPANIES 


These are the fifty largest manufacturing, resource, 
and utility companies in Canada—ranked on the 
basis of sales. Separate rankings by assets are also 


given. 


(Government-owned corporations are ex- 


cluded.) The list is compiled on the basis of the 
latest available results for the fiscal year ending 
nearest to Dec. 31, 1969. 


Some large companies do not appear on the list 
because they do not publish financial statements 


and reliable estimates are not available. 
and other 


firms are mostly subsidiaries of U.S. 
foreign companies—such as General Motors of 


Canada 
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35. 29 
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40 47 


42 38 
43 AZ 
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45. 31 
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Ltd. 


foles or operating 
revenues 


$'000 
1,511,000 
1,386,816 
1,340,690 
1,322,077 
1,043,368 
1,000,000 
931,857 
878,979 
759,199 
733,839 


681,144 
655,279 
641,947 
638,411 
528,036 
492,341 
464,803 
428,479 
427,752 
348,984 


348,087 
332,610 
327,009 
326,918 
324,199 
319,600 
307,688 
288,025 
287,000 
274,612 


260,938 
256,279 
244,190 
243,779 
236,750 
232,405 
228,282 
223,540 
205,043 
203,315 


193,699 
188,061 
185,710 
183,878 
183,063 
175,841 
173,409 
173,270 
173,114 
167,955 
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Company assets 
Imperial Oil tid. 2.0... eke 5 
Bell’ Canade: cae. Saas, ass as ] 
Ford Motor Co, of Canada .... 13 
Alcan Aluminium Ltd. ........ 3 
Massey-Ferguson Ltd, ........ 8 
Canadian Pacific Railway Co. . 2 
George Weston Lid. .......+. 25 
Canada Packers Ltd. ........ 55 
International Utilities Corp. .., 6 
Int'l Nickel Co, of Canada... 04 


Shell Canada Ltd. .......... 
Gulf Oil Canada Ltd. ........ 
Distillers Corp.-Seagrams % 
MacMillan Bloedet Ltd. . . - 
Steel Co. of Canada ......... 

Canadian General Electric Co, . 27 


Doritarcttd. ees win ors 9 
Noranda Mines Ltd. ......5.. 14 
Moore Cort. ass + wan.ckn wa 37 
IBM Canada Ltd. .........4. 34 
Consolidated-Bathurst Ltd. .... 21 
Dominion Foundries & Steel Ltd, 22 
Texaco Canada Lid, ......... 33 
Hiram Walker-G, & W. Ltd. .. 18 
Canadian Industries Ltd. ...... 40 
Rothmans of Pall Mall Can. lid, 26 
Brascan Ltd.) os. sins sa visie tiers 10 
Imperial Tobacco Co, of Canada 47 
Abitibi Paper Co. .........06 30 
Burns Foods Ltd. .......+.+6. 83 


Int'l Harvester Co. of Canada . 70 
Cominco btdls 5 ay ces a os oe 

Genstor Ltd. .... ae 
John Labatt ltd. ....... 
Molson Industries Lid, ....... 
Trans Canada Pipelines ltd, ... 16 
Du Pont of Canada ltd....... 50 
Canadian Westinghouse Co. .. 67 
Crown Zellerbach Canada Ltd... 45 
Maple Leaf Mills Ltd. ........ 65 








Anglo-Canadian Telephone Co. 17 
Hawker Siddeley Canada Ltd. 51 


Pric@ C02 Su nese wa dlavemialgensiads 35 
Union Code Canada Ltd. 53 
Algoma Steel Corp. .......... 31 
Goodyear Tire & R. Co, of Can. 69 
Petrofina Canada Ltd. ....... 43 
Dominion Textile Ltd. ........ 56 


Rio Algom Mines Ltd. ........ 46 
Dominion Bridge Co. ....... + 68 


—from The Financial Post, July 11, 1970 


Note: 
tions; 





These 


Assets 
$'000 


1,467,000 
3,407,923 

829,871 
2,150,544 
1,099,089 
2,199,615 

437,120 

176,959 
1,293,434 
1,584,103 


892,946 
1,004,726 
1,278,164 

835,256 

803,759 

408,510 

527,996 

824,520 

312,448 

324,577 


498,334 
486,992 
344,222 
536,430 
279,723 
411,403 
985,249 
234,136 
383,694 

63,660 


123,188 
452,232 
270,564 
195,019 
164,196 
761,590 
204,038 
134,291 
238,783 
137,819 


731,757 
195,636 
321,168 
193,401 
381,777 
128,352 
266,715 
172,498 
235,657 
130,067 


This list does not include financial institu- 


page 181. 


a survey of the ten largest appears on 


between departments as requirements for their skills alter. 
It can support research and development activities. It can 
carry out nation-wide advertising and sales campaigns, and 
send representatives out of the country to get orders in 
world markets. Large amounts of money can be saved out 
of profits to finance expansion or modernization. 

The advantage of very large size apply whether the 
enterprise is owned by private investors, by a co-operative, 
or by a government. There are some Canadian co-operatives 
which have reached the “big business” status; many govern- 
ment enterprises fall into this category; and the private 
sector (which a hundred years ago was mainly in the hands 
of single proprietors, partnerships, and small corporations ) 
is now dominated by extremely large companies, some of 
them partly or completely owned by foreign investors. 


THE GIANT CORPORATION IN THE PRIVATE SECTOR We have 
already noted some of the ways in which large size can 
confer a competitive advantage. Big corporations can bor- 
row money from banks or (through the sale of bonds) from 
the public more easily than small ones can; in addition they 
have more ability to finance expansion through retained 
earnings. They can afford to pay high salaries to manage- 
ment and technical staff and hire the services of the best 
lawyers, accountants, and tax consultants. Moreover, in a 
small corporation, the shareholders may be a nuisance to 
the management. For instance, there may be few enough 
of them to permit them to get together and decide to de- 
mand that a larger part of the profits be distributed in the 
form of dividends, instead of being retained for expansion. 
In the giant company, most shareholders are reduced to a 
“rubber stamp” function. 

The problems posed by the existence of giant corporations 
are both economic and _ political. Critics argue that irre- 
sponsibility of corporate management results from the loss 
of shareholder control, and that the power conferred by 
large size will be a menace to democracy, unless or until 
checked by the development of effective, organized public 
pressure. On the other hand, the benefits of large-scale 
operation are reflected in the greatly improved standard of 
living enjoyed by the inhabitants of those countries in 
which the giant corporations flourish. International prob- 
lems are sometimes attributed to the activities of “imperi- 
alist” corporations. It is true that plantation workers, bauxite 
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miners, and oil company employees in underdeveloped CANADA'S LEADING MERCHANDISERS 
countries have a low standard of living; but are they really Lae 
worse off than their fathers and grandfathers who depended —1970°*"*ise9 S000 Company gel an’ 


on subsistence farming, hunting, or fishing for a livelihood? sy ase Hae RES TSE aah al 
Might they, in a generation or two, reach the level of 3 2 a ae ee 
affluence enjoyed in developed countries, or is it the natural Be ones 
tendency of foreign corporations to keep them in economic @ 430) 81) 0, 
serfdom from which they can be freed only by political aaa waiasea ae ates 
revolt? 

The same questions could be asked about the inhabitants} —from The Financial Post, July 11, 1970 


of depressed regions in rich countries. Since all of the rich Note saiheilistfaboveltiossinol includes Menton 
countries have democratic political systems, they have the  Co., a private firm which does not publish financial 
power to alter the way in which business operates. If, in figures. Its sales would probably have placed it 
fact, large corporations do substantial harm, the remedy second. 

may be found at the political level. 


BEE EEE bllbblllllllllll lll ble lllhlllllllllllllllllllllllllllllllt 


How do small companies evolve into multi-national enterprises of the kind prevailing in the highly developed 
part of the world? Many confusing variations are displayed in actual experience, but an entirely fictitious 
example will serve to illustrate some general principles. 


In the first quarter of the twentieth century there were many small corporations operating in Canada. The 
population was considerably less than half what it is today, so that the pool of administrative talent was 
smaller. So was the national wealth. Some money for the development of new business was available 
from Canadians whose ancestors had done well as a result of their participation in previous industries. 
Additional foreign money was welcomed and, fortunately, American and British interests were prepared 
to supply it. 

So far, this is fact, not fiction. Now let us suppose that the descendants of notable fur traders, including 
British and American as well as Canadian citizens, find themselves in control of some Canadian companies. 
How do they, and in turn, their sons and grandsons come to create a ‘‘corporate empire ?” 


The “message” of the story told on pages 134 and 135 is illustrated by the real-life example on page 136, which shows the links 
between companies in the pulp and paper industry. Since the chart was printed early in 1970 a number of changes in ownership 
and control have taken place. 


133 


Hi 


MW y) 


INTERLOCKING DIRECTORATES AND THE DEVELOPMENT OF CORPORATE EMPIRES 


company business 


president directors 





BOARD, BATTEN, TONGUE & GROOVE LTD. 


(founded 1905) 


head office: Vancouver 


forest products 


John Jacob Astor 
Etienne Brulé 
Simon Fraser 
Nicholas Garry 
Hugh McGillis 

Sir George Simpson 
David Thompson 


Alexander Mackenzie 











CONSOLIDATED MOOSE PASTURE LTD. 


(founded 1912) 


head office: Toronto 








IMPRUDENT FINANCE COMPANY 


(founded 1850) 


head office: Kingston 


gold mine 


John Jacob Astor 
Etienne Brulé 
Edward Ellice 

Simon Fraser 
Charles Grant 

Finnan Macdonald 
Alexander Mackenzie 
Lord Strathcona 
Peter Pond 


Hugh McGillis 





mortgage loans 





Simon Fraser 

Henry Kelsey 

John Richardson 

Sir George Simpson 
Lord Strathcona 
David Thompson 
Pierre de la Vérendrye 


Alexander Henry 





PULVERIZED SAND LTD. 


(founded 1893) 


head office: Montreal 


sand and gravel 


John Jacob Astor 
Samuel Black 
Alexander Henry 
Finnan Macdonald 
Pierre Radisson 

John Richardson 
Lord Strathcona 
Pierre de la Vérendrye 


Edward Ellice 








UNDERGROUND AIRLINES LTD. airline 


(founded 1924) 


head office: Winnipeg 





These corporations flourished in good times, and even 
continued to grow in recessions and depressions, since 
they were able to buy up weaker companies which were 
having financial difficulties. Board, Batten, Tongue & 
Groove acquired some pulp and paper mills in British 
Columbia—reorganizing their operations, installing more 
modern equipment, and improving their accounting and 
sales practices. Imprudent Finance took over a number 
of smaller mortgage and trust companies in Ontario. 
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Edward Ellice 
Samuel Hearne 
Alexander Henry 
Alexander Mackenzie 
Pierre Radisson 

John Richardson 

Sir George Simpson 


Nicholas Garry 


All of the companies prospered during the second world 
war. Consolidated Moose Pasture had been buying min- 
ing properties for some years before the war broke out, 
realizing that their original gold mine would eventually 
run out of recoverable ore, and wishing to establish itself 
in other types of mineral production. One of its acquisit- 
ions was Neutrino Mines Ltd., which became a wholly 
owned subsidiary of Consolidated Moose Pasture. The 
property had not been developed at the time of the 


takeover, but it proved to have rich veins of uranium 
ore. Underground Airlines, still a small company, won a 
valuable contract for repairing and overhauling engines 
of training planes from the prairie bases of the RCAF. 


Following the war, the companies continued to expand. 
Pulverized Sand moved into the manufacturing of asbest- 
os products and a wide range of other building materials. 
Imprudent Finance shifted its headquarters to Toronto. 
Board, Batten & Co. bought a hydro-electric plant, in- 
creased its capacity, used some of the power for one of 
its mills, and sold the surplus to a nearby municipality. 


A significant development of the immediate postwar per- 
iod was the formation of a holding company. A group of 
leading industrialists headed by E. Ellice, and including 
J. J. Astor, H. McGillis, J. Richardson, and A. Mackenzie 
took over Canadian Kitchen Sink Ltd. It was a public 
company—the shares were listed on three Canadian ex- 
changes—but 40 per cent of the stock was acquired by 
Ellice and his associates: more than enough to give them 
control. This company, while it continued to carry on its 
manufacturing operations, bought—within a few years— 
from 10 to 25 per cent of the voting shares of Board, 
Batten & Co. and the other companies of our example. 
Larger blocks of stock might have been necessary, but 
the directorates were already closely interlocked, so that 
in the circumstances minority holdings were sufficient 
for effective control. 


Using this power, the Ellice group worked to improve 
the efficiency of the companies which they dominated. 
Shifts of executive and management personnel were 
made in order to spread experience and encourage mod- 
ernization and expansion. Members of the general public 
who bought shares of Canadian Kitchen Sink were able 
to participate in the profits of the companies it held: 
dividends received by the holding company formed a 
large part of its income. Some, but not all, of this reven- 
ue was paid out in the Kitchen Sink dividend. Some 
income was retained for further investment. 


In the 1960's the pattern of investment and control al- 
tered. Kitchen Sink increased its percentage share of 
Ownership in the companies it held—in several cases to 
more than 50 per cent. The companies themselves were 
enabled to take over a variety of wholly owned subsid- 
iaries, many of which seemed to have no rational con- 
nection with the firms acquiring them. For instance, 
Consolidated Moose Pasture bought Seam, Gusset & 
Band Ltd., a textile concern in Joliette, Quebec. Under- 


ground Airlines took over a company specializing in elec- 
tronic components— Amalgamated Spinoff Ltd., a com- 
puter software firm, Fold, Bend & Staple Ltd., was 
bought by Pulverized Sand. (William Band, of Seam, 
Gusset & Band, and George Bend, of Fold, Bend & 
Staple, were cousins: descendants of Hermann Band, a 
Pennsylvania Dutch pioneer who settled in Waterloo 
County, Ontario, in 1810—it is not absolutely necessary 
to be descended from a fur trader to succeed in Cana- 
dian business.) 


These were profitable acquisitions. Seam, Gusset & Band 
was converted into a carpet factory, in time to benefit 
from an expanding market for carpeting in offices, apart- 
ment buildings, and schools. (Broadloom for schools is 
called ‘‘acoustical flooring’’ so as not to alarm the tax- 
payers.) Fold, Bend & Staple was in the business of com- 
puters and electronic components —trademarks of the 
space age. A company with subsidiaries engaged in new 
and growing industrial activities has less fear of declining 
into obsolescence than one which stubbornly clings to 
its traditional products and markets. 


Imprudent Finance was prevented by legislation from 
buying firms outside its own range of activity. It could 
not even practise banking or sell insurance. But it played 
an important part in the group, which was now coming 
to be called a conglomerate. Pursuing an aggressive bor- 
rowing policy through issuing investment certificates at a 
very attractive rate of interest, it took in large amounts 
of money. This it was able to lend to the other firms of 
the conglomerate, taking bonds from them as security. 
The other companies could therefore finance expansion 
programs without selling more shares to the public or 
offering bonds on the open market at a time when inter- 
est rates were high. 


This frenzied fiction might be stretched still more thinly 
to demonstrate two important features of the industrial 
scene: U.S. control of Canadian business, and the inter- 
nationalization of capital. 


So let us say that in 1956, an American holding com- 
pany, Grabbag Incorporated, bought control of Cana- 
dian Kitchen Sink Limited. It therefore, through the 
Canadian holding company, controls the five original 
firms and their subsidiaries. J.J. Astor was a director of 
Grabbag. Finally, in 1968, control of Grabbag Inc. was 
acquired by Kobold Aktiengesellschaft, an international 
holding company with headquarters in Zurich, Switzer- 
land. Nobody knows much about it. 
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During the 1960s, there was a rapid increase in the number of pulp and paper companies around 
the world owning one another's shares, There are now at least 60 Canadian pulp and paper com- 
panies linked in this way, either directly or through mutual connections with other companies 
outside the industry or the country. To tour the industry, start perhaps at MacMillan Bloedel 
Ltd. and follow the links in a broad circle around the chart. Lach arrow points to the company 


Koninklijke Nederlondsche Popierfabrik NV 
MacMillan Bloedel United Inc. 










MacMillan Bloedel Ltd. 







Pacific Legging Co. 


Great Lokes Paper Co, Conodion Pacific Investments Ltd. 


Foundation-Scottish Properties Ltd. 
Canadian Foundation Co, 


Slater Steel Industries Ltd. 











Canada Glazed Popers Ltd. 


Rolland Paper Co 


United Fruit Co. 


Warnock Hersey International Ltd. 


Consolidoted-Bothurst Ltd. 


St. Froncesville Paper Co. 


| 


whose shares are owned by the corporation at the tail of the arrow. The thick arrows represent 
control—holdings of mere than 50%. In all cases but one the holdings are of common stock and 
if large enough may represent influence on the part of the shareholder. (Canadian Pacifie In- 
vestments Ltd. owns only non-voting preferred stock of Consolidated-Bathurst Ltd.). Other links 
also exist; for example, Abitibi Paper Co. sells through Bathurst (U.K.) Ltd, 















Svenska Cellulosa AB 


Power Corp. of Canada Maritime Paper Products Ltd. 


Bulkley Valley Pulp & Timber Co. 






Canadion Keyes Fibre Co. 


Minas Basin Pulp & Power Co. 


Washington Post Co. 















Bowaters Mersey Paper Co. 


Bowaters Canadian Corp. Bowoter Paper Corp. 





Crown Simpson Pulp Co. Simpson Timber Co. 
Crown Zellerbach Corp. 


Bowater-Scott Skan A/S 










Abitibi Provincial Paper Ltd. 


Cox Newsprint Inc. 


Inter City Papers Ltd. 
Hilroy Envelopes & Stationery Ltd. 


Bothurst (U.K.) Lid. 


Abitibi Paper Co. 
















MocMillan Rothesay Ltd. 
Cortiere de Tolmezzo e Prealpine 
Cortiere Ambrogio Binda 
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International Paper Co. 


G. Haindl'sche Popierfabriken 










Scott Maritimes Pulp Ltd. 










Bowater-Scott Australia Pty 


Canadian International Paper Ltd. 










Scott Paper Ltd. 





New Brunswick International Paper Co, 
East Asiatic Co. (Canada) 









Omega Paper Products Ltd. 


Brunswick Pulp & Poper Co. 




































W 
a 
ri) Cortiere Riunite Donzelli & Meridionali Miromichi Timber Resources Ltd. 

Chemical Co. 
Feldmuehle A.G, Canadian Wallpaper Manufacturers Ltd. 
a 
Intercontinental Pulp Co. Wallpaper Manufacturers Ltd. 
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Prince George Pulp & Paper Ltd. Reed Paper Group Ltd. 

Conadian Forest Products Ltd. Anglo-Canadian Pulp & Paper Mills Ltd. 
™ 

Deerfield Glassine Co. Conadian Glassine Co. Lignosol Chemicals Ltd. 













Spruce Falls Power & Paper Co, 


—from The Financial Post, Jan.17, 1970 


Kimberly-Clark Canada Ltd. 


Kimberly-Clark Corp. 








Donohue Bros. Ltd. 
Cellulose du Pin 







Bulletin Co, 
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Ontario-Minnesota Pulp & Paper Co. 
Societa Meridionale Finanziaria 


Boise Cascade Corp. 


Boise-Price Southern Newsprint Co. 


Terra Nova Properties Ltd. 


American Smelting 8 Refining Co. 









General Investment Corp. 








Northwood Pulp Ltd. 
Noranda Mines Ltd, 


Hollinger Mines Ltd. 


Cartiera Italiana @ Settorio Riunite 


British Columbia Forest Products Co. 
7 
Alexandra Forest Industries Ltd. 
































THE PULP AND PAPER INDUSTRY 


Phillips-CBA Conductors Ltd. 
Canadian British Aluminium Co. 
















Sources: FP Corporation Service, DBS, Company reports 






Foreign ownership and control 


Much of the manufacturing and resource industry of Canada 
is controlled and often owned outright by foreign interests. 
This situation is not a new one; it has provoked concern and 
controversy throughout Canadian history. Arguments over 
the merits and drawbacks of foreign participation in the 
national economy have been particularly acute in recent 
years. 


TECHNIQUES OF CONTROL A foreign company may establish 
a branch plant (or several plants) in Canada, or may buy 
up all the shares of an existing Canadian company in the 
same line of business to create a wholly owned subsidiary. 
To operate in Canada the company must have a charter 
from the federal government or from one of the provinces, 
and it must conform with Canadian law. The entire stock 
of such a subsidiary—100 per cent of the shares—is owned 
by the parent company; none are put on the market for 
purchase by investors. Thus General Foods Ltd. is wholly 
owned by General Foods Corp. of White Plains, New York, 
and Lever Brothers Ltd. is wholly owned by Unilever Ltd. 
of London, England. 

It is quite common, however, for the parent company to 
keep only some or most of the shares of a subsidiary in its 
own name, and make the rest available for purchase by 
individuals, other corporations, and institutions like pension 
funds or mutual funds. If the parent company holds more 
than 50 per cent of its subsidiary’s stock, its power of 
control is obvious. Sometimes, however, effective control is 
possible even though no one shareholder owns a majority 
of the shares; an alliance between several owners of sub- 
stantial blocks of stock may be strong enough to dominate 
elections to the board of directors and thereby govern the 
management of the company. If the important members of 
the alliance are foreign, the company can be classed as 
foreign-controlled. 

Holding companies may own all, or a majority, or a signi- 
ficant part of the stock of a corporation. A number of 
foreign-based holding companies own shares of concerns 
operating in Canada. Two outstanding examples of com- 
panies with an elaborate ownership structure are Shell 
Canada Ltd. and Rio Algom Mines Ltd. Both these com- 


panies are controlled by holding companies outside Canada. 
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Foreign investment does not necessarily mean 
foreign control. If the money is invested—as it 
often is—in bonds and debentures issued by 
Canadian corporations, the investor does not as a 
rule have voting power. Shares, however, do 
carry voting power, and are purchased either for 
this reason or because they offer more prospect of 
capital gains. 


Should the Canadian government prevent 
foreigners from buying Canadian stocks? 


An example of a holding company is Shell 
Petroleum N.V., a Netherlands firm which owns 
60 per cent of Royal Dutch Petrol Company and 
40 per cent of Shell Transport and Trading Com- 
pany in England. Shell Investments Limited, a 
Canadian company, is a subsidiary of Shell 
Petroleum, and owns 87.2 per cent of the share 
capital of Shell Canada Limited. 


Another example: Rio Tinto-Zinc Corp. of London 
England, owns Tinto Holdings Canada Limited, 
which has a 16 per cent interest in Rio Algom 
Mines and an 81 per cent interest in Preston Mines. 
Preston Mines has a 44 per cent interest in Rio 
Algom—which, in turn, controls five or six other 
companies. 


(Times change; these were the facts in February 
of 1970.) 


Two views on foreign ownership— 


OTTAWA — The high de- 
gree of foreign ownership in 
the Canadian economy is 3 
clear indictment of this coun- 
try’s own industrial policy, 
Professor A. E. Safarian told 
a Commons committee. ... 

Time is running out, he 
implied, pointing out that Can- 
ada is ‘‘the last country in the 
world, except for Australia, 
which does not have .a large 
market of 100 million people 
to exploit. I wouldn’t like te 
see us backed into a corner, 
with falling into the arms of 
the Americans as the only 
choice.’* 

Prof. Safarian rejected pro- 
posals to ‘‘buy back Canada” 
or halt the inflow of foreign 
capital as the wrong policies 
for Canada, 

He urged a new industrial 
policy, backed up by a Can- 
ada Development Corp., to 
develop new Canadian en- 
terprises, improve research 
and development, accelerate 
industrial rationalization, im- 
prove management training 
and, through the tax system, 
provide better incentives for 
entrepreneurs. 

Canada, which he said has 
the highest tariffs of any in- 
dustrialized country in the 
world, should improve compe- 
tition and efficiency by lower- 
ing tariffs and improving 
combines legislation. 

He also suggested the esta- 
blishment of a government 
agency to rule on mergers, 
and urged the Canadian Gov- 
ernment to take the lead in 
developing new policy ap- 
proaches to deal with multi- 
national corporations and 
combines problems. ... 

The federal Government 
and major Canadian institu- 
tions such as the banks have 
tended to downgrade Can- 
adian entrepreneurial initia- 
tive and leave the risks of 
costly investments and new 
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technologies to foreign inves- 
tors, he added. _ 

The really disturbing news 
about foreign-owned subsidiar- 
ies in Canada is that “the per- 
formance of the foreign-owned 
firm is all too often distress- 
ingly similar to that of its 
Canadian-owned counterpart. 

“This appears to be the 
case for exports, for research 
done in Canada and for prof- 
its, It also appears to be the 
case for productivity of Can- 
adian-owned and foreign- 
owned firms, compared with 
that of comparable industrial 
sectors of the United States.” 

In Europe, the entry of 
U.S.-owned subsidiaries was 
feared because they were 
strongly competitive, whereas 
in Canada they had not made 
Canadian firms more competi- 
tive but have become less effi- 
cient themselves. 

Since foreign-owned firms 
have advantages in research, 
financing and marketing, Can- 
adians should ask why their 
performance is often not bet- 
ter than that of their Canadi- 
an-owned counterparts and 
“why is the performance of 
both sets of firms in second- 
ary manufacturing typically 
so much worse than that of 
United States firms or of 
best-practice techniques else- 
where over long periods of 
time?” 

Prof. Safarian singled out 
the Canadian steel industry, 
which is largely Canadian- 
owned, as an exception to the 
rule. 

But basically, Prof. Safarian 
said—in what amounted to a 
sirong criticism of policies of 
the departments of Industry, 
Trade and Commerce, Fi- 
nance and Consumer and Cor- 
porate Affairs—the problems 
of Canadian industry add up 
to too many firms, too many 
products and too short runs. 
Costs are too high and produc- 
tivitv is too low. 


“Canada needs an explicit}haps even strengthened, Prof. 


strategy of industrial develop- 
ment if she is to develop a 
more efficient manufacturing 
sector which will perform as 
well as Canadians wish.” 


Among other things, this 
means more scale and spe- 
cialization in Canadian indus- 
try, prompted by further tar- 
iff reductions, the removal of 
other barriers to trade, 
Stronger policies to maintain 
competition and more 
growth-oriented aids to indus- 
try. 

Canadian participation in 
the ownership of industry will 
require much greater govern- 
ment encouragement. A Can- 
ada Development Corp. would 
be one way to organize 
greater Canadian ownership. 

“One of the most trouble- 
some things about the high 
degree of foreign ownership is 
that Canadian skills in entre- 
preneurship, organization of 
capital markets, and tecnnol- 
ogy are apparently not up to 
undertaking more of our ven- 
{ures, so that foreigners un- 
dertake them for us.” 


_ The CDC should be a “‘hold- 
ing company with entrepre- 
neurial functions. It would be 
closely associated with pri- 
vate groups in organizing con- 
sortia of investors, domestic 
and foreign. It would under- 
take new projects beyond the 
capacity of smaller or less 
complex institutions, and it 
would maintain a clear Can- 
adian presence.” 

Prof. Safarian expressed 
concern that poor provinces, 
anxious to attract new indus- 
tries to provide jobs, are 
providing tax holidays for 
foreign companies and mak- 
ing deals that he described as 
of little benefit for Canada. 
This is particularly true in the 
resource industries. 

Asked to outline the key 
sectors of Canadian industry 
where Canadian ownership 
should be protected and per- 












‘ence of what Prof. Galbraith | 
















Safarian named _transporta- 
tion, mass media and major} 
financial institutions. 

On the subject of “buying 
back Canada”, Prof. Safarian 
called on those who advocate 
this approach to ‘‘specify 
what it will cost, to specify | 
where the funds will come 
from, to specify what impor- 
tant objectives they are will- | 
ing to forego over the next} 
several decades—or to make | 
others forego—in order to ac-} 
cumulate or to direct scarce }} 
capital for this purpose.”’ | 


—from The Globe and Mail, 
Jan. 28, 1970 
Canadiaus really  dislikef 
Canada because they are! 
large, bureaucratic and im-}j 
pose their needs on consum- 
ers;> not because they are 


U.S.-owned, | Canadian-born jj 
Harvard economist John Ken-} 


last night. 

**You.are responding to the] 
very fact of industrial bu- 
reaucracy itself,’ Prof. Gal- } 


braith said. ‘“‘Not much | 






changed if the company is of | 
equal size and equal bureau-} 
cratic complexity but of Cana- } 
dian domicile.” | 

U.S. ownership matters lit- } 
tle because ownership conveys | 
little control, he said. 

Canadian unease about U.S. |} 


: : | 
corporations is one ste 









described as a reversal of or- | 
thodox economics in modern | 
society. In orthodox economic | 
theory, the consumer is sover- |} 
eign, controlling the producer jj 
through the marketplace and | 
the state through the ballot. | 
Today the producer is sover- | 
eign. | 
—from The Globe and Mail, 
June 12,1970 


FOREIGN CONTROL: MENACE OR MAGIC WAND? The level of 
foreign ownership in Canada is unusually high for a country 
which is usually classed as “advanced” or “developed.” 
Does this matter? There are many benefits to be derived 
from attracting foreign investment and having ties with 
some of the world’s largest corporate enterprises. Resource- 
based industries such as mining and petroleum need a great 
deal of capital for development: this could not have been 
raised in a country with a comparatively small population. 
The managerial and scientific skills of huge international 
corporations are made available to their subsidiaries; 
advanced production methods and patented inventions can 
raise the quality of industrial output. For example, the vast 
computer technology of IBM Inc. is made available to 
Canada through its wholly owned subsidiary IBM Canada 
Ltd. Some aspects of advertising and marketing by the 
subsidiary can be integrated with that of the parent com- 
pany, saving a great deal of expense and effort. 

Although foreign corporations have the right to take all 
of their profits after taxes out of Canada, in practice they 
tend to keep the greater part in the country, reinvesting 
them in modernization schemes or new development. 
Almost all of their employees, including management per- 
sonnel, are Canadian citizens. Foreign corporations pay 
local, provincial, and federal taxes, and operate under the 
same laws as Canadian-owned companies. If (as is usually 
the case) some of their shares are available on the market, 
Canadian investors can share in their profits and growth. 

Objections to the operations of foreign-owned companies 
are many, various, and often loud. Some of the criticisms 
do not make much sense. For example, study pages 214 and 
215 and then discuss the charge made by some that “the flow 
of profits out of the country is bleeding Canada white”. 
Examples of direct interference on political grounds by 
foreign-owned companies are rare, though they do occur 
occasionally and are hotly protested. 

However, foreign participation in Canadian development 
does have its disadvantages. Foreign investment has tended 
to concentrate on the “growth” industries, so that often 
Canadian investors have not had an opportunity to “get in 
on the ground floor,” or have been squeezed out when 
smaller companies have been taken over by foreign inter- 
ests. Since much of the research and development under- 
taken by the international corporations is done outside the 
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“In my view, then, the argument as to whether 
foreign investment and/or control is good or bad 
for Canada, or merely neutral, is largely beside the 
point. Our real problem is to bring the mush- 
rooming power of international corporations under 
control and, in doing so, to direct our acknowledged 
productive capacity to real rather than synthetic 
human needs. Our choice is between what Paul 
Goodman recently called the ‘mindlessness of the 
empty society’ and a possible escape into sanity.” 
—Kenneth Bryden (former Ontario M.P.P.) 


“We can expect that average incomes and the 
average standard of living of Canadians will in- 
crease quite considerably in the years to come, 
whether we throw in our lot with the United States 
or whether we retain our separate identity and 
independence. | would stress this because some 
people are inclined to talk about the sacrifice we 
have to pay for our independence in terms of 
lower living standards. The fact is our living 
Standards are not going to be reduced. They 
should go up substantially in the years ahead.” 
—Walter Gordon (former M.P.) 


“The force of technology today is irreversible. And 
if that proposition is accepted, a second proposition 
follows. Continentalism, at least in a material and 
technological sense, is also equally unavoidable. 
We are riding the crest of a tide which will carry 
southward an ever greater avalanche of minerals, 
electricity, water, and processed materials, and 
northward a wave of new technology, manufac- 
tures, and massive flows of the media and 
information.” 

—Abraham Rotstein 


—Quotations above are from The Ontario Woodsworth 
Memorial Foundation pamphlet, “Continentalism vs. 
Nationalism,” 1967. 


More views on foreign ownership— 


“There is surely no argument about the alarming 
extent of foreign.ownership of Canada’s economy. 
The Watkins report confirmed that between 60 per 
cent and 80 per cent of our manufacturing, 
petroleum, natural gas, mining and smelting, and 
other industries are owned by multinational cor- 
porations which almost entirely have their head- 
quarters in the United States. 


—David Lewis, M.P., speaking in the House of Commons; 


‘reprinted in Gordon to Watkins to You (new press, 1970) 





Wh | 


“The multinational corporation is like the man who 
came to dinner. You welcome him as a guest and 
then find that he’s making the rules and giving the 
orders for the household. 


It doesn’t have to work that way, but it does work 
that way because most multinational corporations 
have American parent companies and because the 
United States holds that their operations anywhere 
in the world are subject to its laws and policies. 


In effect, the U.S. infringes the sovereignty of the 
host country where the American subsidiary is 
located.” 


—Mel Watkins, from Gordon to Watkins to You (new press, 
1970) 


Turning to relations between Canada and 
the United States, Mr. Trudeau said that 
Americans should never under-estimate 
the constant pressure on Canada which the 
mere presence of the United States has 
produced. “We are a different people from 
vou; we are a different people partly be- 
cause of you... 

Living next to you is in some ways like 
sleeping with an elephant; no matter how 
friendly and even-tempered is the beast. if 
] may call if that, one is affected by every 
twitch and grunt. Even a friendly nuzzling 
can sometimes lead to frightening conse- 
quences.” 


—from The Globe and Mail, Mar. 25, 1969 


Professor A. E. Safarian, who is quoted on a 
previous page, has written two interesting books 
on the problems of foreign ownership, The Foreign 
Ownership of Canadian Industry (McGraw-Hill, 
1966) and The Performance of Foreign-Owned 
Firms in Canada (Canadian-American Committee, 
1969). 


What is the Canada Development Corpora- 
tion and what is its purpose? 


What does it do now? 





country, Canadian scientists and engineers, educated largely 
at the expense of the Canadian taxpayers, are tempted to 
emigrate to areas of higher salaries and wider opportunities. 
Another criticism of foreign-based companies is that deci- 
sions are not made in the interests of the subsidiary. Com- 
plaints are heard that key management decisions are made 
at the international headquarters of the company, and that 
the management of a foreign subsidiary is not permitted 
to adapt its policies and methods to Canadian conditions. 
However, such problems are not restricted to foreign-owned 
companies: they also occur in the relationship between 
parent and subsidiary companies in Canada. 

A surge of Canadian nationalism in the 1960's intensified 
the debate over the merits and demerits of foreign owner- 
ship. Nationalists are primarily concerned with the political 
and social aspects of the question, arguing that any eco- 
nomic benefits of foreign (by which they chiefly mean 
American) control are purchased by a serious loss of 
Canadian identity and Canadian sovereignty. When they 
talk in such general terms it is a little hard to see what 
they mean. 

It is a fact that the style of life in Canada resembles, 
region for region, that in adjacent areas of the United 
States. New Brunswick is rather like Maine, and the Eastern 
Townships of Quebec are rather like Vermont; southern 
Manitoba is rather like North Dakota, and southern British 
Columbia is rather like Oregon. Geography, through the 
proximity of the Great Lakes/St. Lawrence system to the 
Hudson/ Mohawk river route, has tended to tie Toronto and 
Montreal to New York. However, American business can 
scarcely be blamed for continental geography. 

Attempts to counter the north-south pull have character- 
ized official Canadian policy since the days of the fur trade. 
Today those railways, airlines, broadcasting systems, and 
communications networks which are privately owned are 
regulated by government boards. Others are government- 
owned. The task of linking Canada from east to west is not 
only difficult, it may be unprofitable. In such cases, govern- 
ment ownership may preserve Canadian control. 

Efforts to rationalize production in Canada along the 
lines of the Canada-U.S. auto parts agreement may be 
attempted in future. Canadian subsidiaries of American 
firms might become responsible for the entire continental 
output of certain products or parts, while an agreement 


140 The economy of Canada 


between the two governments would lower or remove the 
tariff both ways. Canadians could get the advantage of 
large-scale production and continue to have access to a 
variety of styles and brands. It is still not certain how well 
this kind of arrangement would work; it does not answer 
many of the criticisms of foreign ownership. In fact, it 
might intensify the problem. But since any such agreement 
would be made under government supervision and be sub- 
ject to periodic renewal, the influence of public concern 
could be brought to bear whenever the voters became 
seriously dissatisfied. 

Foreign (that is to say, American) influence on Canadian 
political decisions may in the future be greater or less, 
depending to some extent on the will of the Canadian 
electorate. Canadians may not like the arrangements for 
continental defence, or the use of boundary waters, or may 
disapprove of Canadian networks carrying American tele- 
vision programs. They can, of course, make their opinions 
felt at election time, but the problem, in one form or 
another, can be expected to persist. 


Government enterprise 


It is clear that government in a modern state is in business, 
and very big business at that. The various levels of govern- 
ment in Canada are major employers of labour and _ pro- 
viders of goods and services. Government departments and 
agencies manufacture goods, run transportation services, 
collect and supply information, publish books, make films, 
carry on research and development, and administer social 
security plans. Why has the public sector of the economy 
expanded so greatly since the days when the role of govern- 
ment was mainly confined to defending the nation and 
maintaining law and order? 

In nations with democratic political systems, govern- 
ments are supposed to do what the people want them to do. 
If, as has been the case in Canada, there are needs which 
the private sector does not or cannot fulfil, then political 
pressure builds up to induce the government to fill the 
vacuum. 

The private sector operates with the intention of making 
a profit. Many economic activities, while necessary, cannot 
by their nature be run by private companies to the satis- 
faction of the public. Some weird attempts have been made 
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A military coup in Bolivia in 1969 installed General 
Alfredo Ovando Candia as head of state. One of 
the first acts of the new government was to take 
over a major foreign-owned company. 





It sometimes appears that governments do what 
they want to do until the people stop them. 


MW 


In ancient Rome, if you had a fire you called 
Crassus’ Friendly Firefighters. But if Crassus’ price 
was too high, your house would burn to the 
ground. Then Crassus would offer to buy your 
property, which would not be worth very much at 
that point. Soon he was in the real estate business. 


Sometimes services are not performed more cheaply 
by government agencies. Some government busi- 
nesses may in time be handed back to the private 
sector when conditions have developed to the point 
where the private sector can do the job more 
efficiently. For example, in urban centres mail 
pickup and delivery trucks may be owned by private 
companies under contract to the government. 





—photo courtesy of the CBC 


CBC personality Max Ferguson presents a trophy 
to Wilf Charlie, winner of the dogsled races at the 
Sourdough Rendezvous in Whitehorse, 1969. 

Wilf Charlie is at the right; Max Ferguson in the 
middle; and the Master of Ceremonies at the left. 


in the past: for example, in ancient Rome there were pri- 
vately owned firefighting companies. In the Roman prov- 
inces, taxes were collected by private contractors. As long 
as a tax collector (or “publican”) handed over the right 
amount to the government, he had a free hand to squeeze 
as much as he could out of the people, and keep the 
difference. But even the Roman government (which was 
never democratic) found that reliance on profit-making 
companies and individuals for the provision of vital public 
services was not satisfactory: the Emperor Augustus set up 
a municipal fire department and police department for 
Rome and put the tax collectors under strict government 
control. 

As a rule, the public sector in Canada covers those 
activities which private firms do not want to handle, or 
which they could not do well. Like the citizens of the 
Roman Empire, Canadians have found that most public 
services are managed best by non-profit-making agencies, 
responsible to the government. Not only are the services 
usually performed more cheaply, but they are more widely 
available. Government in a democratic state is expected 
to serve all the people impartially. If the quality of service 
to remote, thinly populated, or poor areas is below average, 
political pressure develops to demand fair treatment. 

Canada has more public enterprise than many countries 
with similar political traditions. From the days of the early 
settlements, the problem of a small population in a vast 
area created a demand that governments be responsible for 
helping, or even supplying, transportation and communica- 
tion services. Sometimes private services ran into financial 
difficulties because of the strain of operating over long 
distances without enough traffic to cover their costs, and 
governments were obliged to buy them from the owners 
and run them as public enterprises. 

Much of the research and development done in govern- 
ment laboratories, or in universities aided by government 
grants, would not be done at all if left to the private sector. 
Projects aimed at discovering methods for improving Cana- 
dian fisheries could not be supported by individual fisher- 
men. The canneries and fish-freezing companies are not 
large enough to maintain big research staffs. Government 
research is made available impartially to all those engaged 
in the fishing industry; it is presumed that the money spent 
will benefit not only the fisheries, but the whole country. 
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Most government enterprise is of a service nature, but 
some goods-producing activities have been undertaken by 
public agencies. At the federal level, Polymer Corporation 
Ltd. makes various synthetic materials, and Atomic Energy 
of Canada Ltd. produces radioactive isotopes for research 
and for medical treatment. 

In Canadian practice to date, government agencies do 
not produce goods and services for the purpose of making 
a profit. But profits sometimes occur. When they do, they 
either go into government revenues (thus helping to reduce 
the costs of government) or they are used to extend and 
improve services. A division of the Connaught Medical 
Research Laboratories (part of the University of Toronto) 
makes vaccines and other biological products for the mar- 
ket; the profits help to finance further research. The 
Canadian National Railway Company sometimes shows a 
surplus on operations but cannot be said to make a profit, 
because the huge debt incurred by the federal government 
when it bought the privately owned (and nearly bankrupt) 
Grand Trunk and Canadian Northern systems in the early 
1920's has not yet been paid off. Air Canada, a Crown 
corporation, consistently shows an operating profit. It was 
government-owned from the beginning. 


FORMS OF ORGANIZATION The methods of organizing public 
enterprises vary according to the nature of the work. Some 
are operated directly by government departments—this is 
the case with most municipal services, and with such pro- 
vincial activities as education and public works. 

The supervisory or regulatory functions of government, 
however, are often exercised through federal government 
boards, acting as agents of the government with authority 
over both private and public sectors. Examples of such 
boards are the Canadian Radio-Television Commission, the 
Board of Grain Commissioners, and the National Energy 
Board. Employees of government agencies and boards are 
civil servants, and are responsible for their actions to the 
department under which they work. 

Experience over many years has shown that it is not 
desirable to have all government enterprises operated 
directly by government departments. Decentralization of 
responsibility may improve efficiency, and concentration on 
special areas of activity may require special forms of organi- 
zation. There are many examples of public service agencies 
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The often-criticized CBC provides a 
unique example of the value of pub- 
lic enterprise in its Northern Service. 
No private radio or television net- 
work could possibly make money 
from broadcasting in the far north. 
Private stations depend entirely on 
advertising revenues, and there is 
not enough population in the north 
to attract sufficient advertising to 
cover the costs of broadcasting, let 
alone make a profit. 

Yet if you can’t get radio service, and preferably 
TV as well, you just aren’t in the twentieth century. 
Technically skilled workers (urgently needed in the 
north) will not settle there unless they can keep in 
touch with national and world affairs, and have 
access to the entertainment which broadcasting 
provides. Broadcasting (including programs in 
their native languages) is a very effective method 
of helping Indian and Eskimo people to emerge 
from the cultural isolation responsible for their 
poverty. 


LISTEN 
TO CBC 
YUKON 
NETWORK 


The Canadian solution has no parallel anywhere in 
the world—not even in the U.S., which also has 
vast “empty” areas (not really empty, but contain- 
ing populations too small to attract commercial 
interest). The CBC, subsidized by the taxpayers, 
has dedicated itself to supplying broadcasting 
services to all those Canadians cut off (by geog- 
raphy) from the privately operated mass media. 


Technical problems are staggering. The CBC uses 
short-wave transmission —from its huge tower in 
Sackville, N.B. Short-wave is noted for its ability 
to transmit over immense distances (you may get 
clear reception tonight from Bankok) but is vulner- 
able to atmospheric conditions, so that you may 
not receive anything but static from a station two 
miles away. So—short-wave is not a complete 
answer. Community stations in key centres pro- 
vide local programming, and rebroadcast network 
features. Three chains of Low Power Relay Trans- 
mitters (LPRT), which function by remote control, 
take radio coverage over a vast area. Each LPRT 
has a radius of about 25 miles. 


A similar television service is being developed. 
Sometimes the programs are shown two weeks 
after they have been seen in the south, but the 
“Northern Package” is specially selected for 
viewers in remote outposts. When the Canadian 
telecommunication satellite comes into service, 
live programs will be available. 





NW 


Viewpoint— 


“During the football season of another year, 
Canadian Pacific had a commercial which featured 
a group of husky football players charging out of a 
boxcar. The disappearance of this commercial may 
be closely related to the fact that more than one 
wag suggested that this represented the manner in 
which Canadian Pacific handled its rail passengers. 


No one would deny a touch of bitterness in that 
statement; but, it must be admitted, there is also a 
trace of truth: Canadian Pacific is not really in- 
terested in passengers. In fact, the company seems 
to go out of its way to discourage people from 
using its railway services. It is fairly obvious that, 
should Canadian Pacific discourage people from 
taking the train, it is almost inevitable that people 
won't use the train. Such a turn of events then 
enables the company to claim that a scarcity of 
customers is producing huge deficits, and to ask 
that it be permitted to drop certain passenger runs. 


This course has now come to the point where the 
company is seeking to drop all passenger runs, 
except for a few commuter lines into Montreal... . 


Should Canadian Pacific be allowed out ? Definitely 
not. It should be told to try to win people back 
from airplanes, buses, and Ccars.... 


More important, Canadian Pacific should not be 
granted the proposed federal subsidy of up to 
80 per cent of the loss on services which it is 
ordered to maintain. After all, when the company 
was founded, it was granted—among a host of 
privileges—some twenty-five million acres of land. 
It was this subsidy which allowed the company to 
become the giant that it is today, with mines, 
forest reserves, and sundry real estate holdings. 
No, Canadian Pacific should continue to operate 
a number of lines; should actively pursue pas- 
sengers, and should subsidize itself out of the 
profits which it realizes on the basis of the original 
land subsidy. 


The company was begun as a ‘mixed enterprise’ : 
that is a private company which secured large 
assistance from the public purse. There is abso- 
lutely no justification for Canadian Pacific’s desire 
to end its obligation to the public. If it wants to 
do that, then let it hand back the original subsidies 
or their present-day equivafents. That would be 
the only honourable course.” 

—from a CBC television talk by Charles Humphries, Nov. 17, 


1969; reproduced with permission of the Director of Informa- 
tion Services, CBC, Toronto 





at the federal level, and some in provincial and even muni- 
cipal jursdictions, which are relatively independent of polli- 
tical control. Each is responsible to the government which 
passed the legislation that defines its powers and the rules 
by which it operates. However, most such agencies report 
on their proceedings only once a year; their ordinary liaison 
with the elected officials comes through their commissioners 
or directors. Since many of the specialized agencies are 
competing in the labour market for the kinds of employees 
also sought by private industry (engineers, scientists, busi- 
ness managers, skilled technicians) they are frequently set 
up outside the civil service framework. Hiring, firing, 
seniority, and salary policies can be tailored to the needs of 
the particular organization. 

Examples of semi-independent public service enterprises 
are the Bank of Canada, the Canadian Broadcasting Corpo- 
ration, the St. Lawrence Seaway Authority, Air Canada, 
various provincial electric power commissions, and some 
municipal transit companies. With a few exceptions, they do 
their work without attracting serious criticism. But if criti- 
cism becomes widespread, the elected representatives of the 
people bring the question before the government (this is 
the particular duty of the Opposition) and necessary 
reforms can be made through legislation or through instruc- 
tions to the government-appointed administrators. 

Canada has begun to experiment with a form of company 
which combines some private and some public ownership. 
This kind of co-operation between the private and public 
sectors is by no means new. For instance, British Petroleum 
Limited is owned partly by the British government and 
partly by private shareholders. Examples of successful 
experiments elsewhere have encouraged Canadians _ to 
attempt their own versions. A recent example is Telesat 
Canada Corporation, which was established in 1969 to 
operate a system of satellite communication. It was agreed 
that the federal government would own some of the shares, 
companies in the communications industry would purchase 
others, and the remainder of the stock would be put on 
the market so that individual investors could participate in 
the venture. 

Telesat is intended to provide a service to the govern- 
ment, to communications firms, and to the public at large. 
It is also expected to make profits. The government and the 
companies have agreed that, once the enterprise is making 
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money, the annual profit rate should be restricted to a 
moderate figure—enough to cover the costs of expansion 
and pay a reasonable dividend. 

Why did the privately owned companies consent to a 
limitation on profits? Presumably because they are used to 
operating in this way. Faced with the problem of huge 
companies enjoying a monopoly or near-monopoly in the 
transportation and communication fields, many modern goy- 
ernments have for years controlled the prices which they 
charge the public, as well as other aspects of their activities. 
In Canada, this is done by the Canadian Transport Com- 
mission of the federal government. The private companies 
have been able to continue making profits, while the public 
has been protected against excessively high rates. 

Many economists predict that shared ownership in the 
field of large-scale production will develop and evolve new 
forms so that the advantages of private and public enter- 
prise can be combined, and the drawbacks of both avoided. 
If this kind of development becomes widespread, the mixed 
economy will reach a higher level of maturity, and a new 
generation of economists will have to search for theories 
explaining how it functions. 


Productivity 


Whether carried out under private, co-operative, or govern- 
ment auspices, the processes by which goods and services 
are produced are today measured for their efficiency. Efh- 
ciency or productivity may be expressed as a ratio between 
the output (or the value of the output) of a particular good 
or service, and one of the factors employed in producing 
it. To compare the efficiency of two industries, or of two 
firms in the same industry, you must be sure that you are 
comparing the same things. In most studies of industrial 
efficiency, it is the productivity of labour which is 
emphasized. 


LABOUR PRODUCTIVITY One way of measuring the produc- 
tivity of labour is to divide the volume of output of a firm 
or industry by the labour cost. This may disclose, for 
instance, that for each dollar spent on wages, a firm pro- 
duces four units of whatever it makes. The significance of 
the figures depends on the type of business. If the firm were 
making bicycles and actually turned out four bicycles per 
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Telesat—the federal government's intention was 
that the annual profit rate should be between eight 
and twelve per cent. It was considered that this 
rate would be acceptable to the companies in the 
communications industries planning to take blocks 
of shares, and to the individual investors who were 
expected to buy stock in the corporation when it 
went on the open market. 


Panarctic Oil is another joint government and 
private enterprise. The government owns close to 
half the shares; private individuals own the rest. 


Productivity output per unit of input 


In some occupations it is not possible to increase 
the productivity of labour. A barber can cut the 
hair of only so many customers during a normal 
working day. A dentist is in a similar position, but 
he may be able to increase his productivity by 
employing a dental hygienist to clean teeth, take 
X-rays, and give treatments for gum diseases. He 
can also save time by using modern high-speed 
drills and new fast-setting materials for taking 
impressions. 





These graphs were printed side by side in an annual 
report. They appear to indicate that between 1958 
and 1968 the wages of the telephone company’s 
employees skyrocketed, while productivity in- 
creased only moderately. 
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It is necessary not just to look at graphs, but to 
read them carefully. The productivity graph starts 
at zero, the wages graph at 100. Wages went up 
from an index number of 100 in 1958 to about 170 
in 1968—that is to say, about 60 per cent. Pro- 
ductivity (if, indeed, it can be correctly measured 
by telephones per employee) went up in the same 
period from about 75 to nearly 150—a rise of 
almost 100 per cent. Therefore in fact, productivity 
increased faster than wages. 


lf the wage graph had been plotted on the same 
scale as the productivity graph, it would have 


looked like this: 
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dollar paid to the employees, its productivity would be 
extraordinary. But if the firm were making chocolate bars 
and the wage-cost of each unit amounted to twenty-five 
cents, it would clearly be in trouble. 

Sometimes productivity is measured in terms of labour 
time. The total output, in units or in dollar value, is divided 
by the total number of man-hours worked. The result is 
recorded as “units per hour” or “dollar value per hour.” 
When two firms in one industry are compared, the one 
with higher output per hour is using its labour force more 
efficiently. 

The calculation of labour productivity is relatively easy. 
A firm, or an industry, can divide output of goods by input 
of labour because the figures—for goods in units or dollars, 
for labour in dollars or man-hours—are recorded by each 
firm as a matter of routine. Once they are assembled, simple 
arithmetic supplies the productivity ratio. 

Productivity of labour has been more closely studied 
in North America than the productivity of other factors 
because wage rates tend to be high compared with those in 
the rest of the world. An employer who tried to reduce his 
costs by lowering wages would probably lose his employees 
to other firms, or, if his workers belonged to a union, find 
himself facing a strike. But if he could get more output 
from the same number of workers by increasing their pro- 
ductivity, he would be reducing his unit costs and thus 
raising his profits. In these circumstances he would have no 
objection to maintaining wage rates; he might even raise 
them—although probably not until he was asked to. 


PRODUCTIVITY OF CAPITAL Calculating the productivity of 
other factors may be impossibly complicated. There is a 
danger of leaving out things which are important but hard 
to express in figures. How can the productivity of land be 
estimated? Consider the case of a market gardener. He 
should be able to state the value of his output in any one 
year, because he must keep records of his sales for income 
tax purposes. To obtain the figure for the productivity of 
his land he must divide the output figures by the “cost” of 
his land for one year. Some of his costs might include his 
mortgage interest, his taxes, the effects of bad weather, 
and the value of the fertilizer he uses to restore the nutrients 
in his soil. But what part of the value of the land itself 
should be allocated to one crop year? Does farmland wear 
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out? Sometimes, if soil conservation is neglected. But some- 
times land improves in value, if it is drained or irrigated. 
How much of the cost of such improvements should be 
added to the cost of the land in one year, in view of the 
fact that the improvements are likely to be permanent? 

Lengthy calculations are required if industrial or com- 
mercial firms are to estimate the productivity of their land, 
buildings, and equipment. They can state the value of their 
output in a given time, but how are they to decide the cost 
of computers, copying machines, heavy equipment, broad- 
loom—on an hourly, weekly, or yearly basis? 

Large firms, in effect, keep three sets of books. One is for 
the government, which sets the rates of capital cost allow- 
ances—amounts which a company may reserve out of its 
income for depreciation before calculating taxes. Those 
rates are generally higher than the actual depreciation of 
plant and equipment, but, of course, firms usually tend 
to claim as much as they can. Therefore, the capital cost 
allowance should not be taken as a measure of a firm’s 
real costs in obsolescence and wear and tear. 

In reporting to shareholders and the public, most firms, 
for the sake of simplicity, record depreciation on a straight- 
line basis. They know the initial cost of their equipment, 
they estimate as well as they can how long it is going to 
be useful, and, if (for example) they think it will last 
twenty years, they write it off at 5 per cent a year. This, 
for any given year, may not be realistic. A machine may be 
highly efficient for the first ten years, and may deteriorate 
rapidly over the next ten years, until it has to be replaced. 
The 5 per cent rate of depreciation is just an average. 

Because firms need to know their position more exactly 
but do not want their competitors to have this information, 
they keep a third set of books for themselves. They try to 
estimate the productivity of each building and major piece 
of equipment. A well-managed company will not hesitate 
to replace machinery which has become outdated, even 
though it still has a lot of life in it. The firm cannot afford 
not to make the switch. Since management cannot accurately 
predict the pace of invention and development, or the pres- 
sure of competition, they must keep a mass of detailed 
information on hand so that they can make the most profit- 
able decisions when circumstances change. Their own 
estimates of costs due to obsolescence may differ from the 
generalized figures printed in their annual reports. 
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Another graph from an annual report— 
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SOURCE: The Steel Company of Canada, Limited, 
Annual Report, 1968 


What impression is created at first glance? 


This is not a productivity graph. What in- 
formation is needed in order to calculate 
productivity ? 


STRAIGHT-LINE DEPRECIATION 
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Straight-line depreciation does not mean: take cost as 
100 per cent, depreciate 5 per cent in year one, then 5 per cent 
of the remainder in year two, and so on. This gives a curve. 
Instead, it means: take cost as 100 per cent, divide it into x 
equal parts (say 20) and write it off at the rate of one part 
per year. 
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A classic examination of productivity was carried 
out in the 1920's, in a factory in New England. 
A small group of workers was selected to take 
part in the study. They were aware of the general 
purposes of the experiment and became quite 
interested in it. The results were astonishing in 
the context of the 1920's, although we would not 
be so surprised today. When hours were shortened 
productivity went up. When coffee breaks were 
provided productivity went up. When other privi- 
leges were granted productivity went up. Now for 
a real surprise. When privileges were withdrawn 
productivity went up! But when the workers were 
moved from their special group back to their old 
places in the factory, down went their productivity. 


One of the main conclusions of the experiment 
was that the workers were responding to the fact 
that they were considered interesting and im- 
portant—they knew that they were making a special 
contribution by taking part in the study. Besides, 
they were working in a small group, and were able 
to discuss their personal interests and problems 
with other members of the team, with supervisors, 
and with the research staff. Therefore, the human 
element is a vital consideration in the improvement 
of productivity. 


—condensed from Elton Mayo, Human Problems ofan 
Industrial Civilization (1933) 


Suppose that a steelworker’s output per hour goes 
up 1.000 per cent when he is moved from manual 
labour to operating a machine: his wages will rise, 
his standard of living will improve, and his taxes 
will go up. He should not receive all of the value 
of his increased production. The machine has to 
be paid for. Better productivity ought to lead to 
lower prices for the consumers and firms should 
save some of their higher income for the purchase 
of new equipment, which will be operated by 
additional highly productive workers. 


When a firm has made all these calculations, it has a 
formula to work with: it can estimate its costs in land, 
buildings, and equipment with reasonable certainty. But 
labour costs are much less predictable, varying from year 
to year, or even from month to month—another reason why 
productivity studies concentrate on labour. 


THE USES OF PRODUCTIVITY ANALYSIS Productivity is calcu- 
lated, not only for firms but for whole industries, regions, 
and countries. If adequate figures are available it is possible 
to compare labour output in widely separated areas and 
find out where and how labour is used most efficiently. 

In the developed countries, and in some of those new 
nations which have undertaken long-term development pro- 
jects, it is customary to stress improvement in labour pro- 
ductivity. Labour costs are almost always a large part of 
total costs, and generally more difficult to control than the 
cost of other factors. If economic growth is proceeding 
rapidly, and a very high proportion of the return to pro- 
ducers must go out in wages, there is a danger that too 
much money will be spent on consumers’ goods, and not 
enough saved for future expansion. The resulting price 
inflation will make expansion all the more difficult. 

Serious study of productivity is a comparatively recent 
development. If productivity of a firm, or an industry, or a 
whole national economy is shown to be low, it is natural 
to search for means of improving output. Modern tech- 
niques of analysis, often requiring the processing of infor- 
mation by computers, help to predict what would happen 
if any, or several, of the factors of production were applied 
in a different way. Aiming for a higher rate of growth, 
firms or nations alter their manpower and investment poli- 
cies along the lines indicated by the models which their 
economists and statisticians construct. 

The usual policy of firms or governments is to encourage 
the replacement of unskilled labour by mechanical pro- 
cesses. This increases the productivity of labour which is 
still employed. Higher labour productivity can lead to 
higher wages. As long as wages are not rising faster than 
productivity in a given industry the cost per unit of output 
should not have to go up and higher wage rates are not 
inflationary. If, however, wage increases in one such indus- 
try are copied in industries in which there has been no 
improvement in productivity, inflation is probable. 
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Planners in both the public and private sectors have some 
way to go before their predictions and recommendations 
can be proved superior to old-fashioned common sense. 
Unfortunately, many planners have shown too much faith 
in their theoretical models, and have been disappointed 
when their forecasts have turned out to be wrong. Do not 
blame the computers. If a model does not take account of 
all the main features of a process, predictions made from 
it will be distorted. This has been shown in the experience 
of some of the developing countries, where, in spite of the 
determination of governments and the assistance of foreign 
aid programs, economic growth has not reached anticipated 
levels. One of the reasons for this failure in achievement 
may be the persistence of social attitudes which retard 
growth: the caste system in India, although abolished by 
law, still prevents many unemployed people from accepting 
work which they consider either above or beneath their 
hereditary caste level. How do you explain this to a com- 
puter which you are trying to use for predicting trends in 
employment, incomes, and economic growth? 


Growthmania 


Emphasis on productivity, and on the detailed planning 
which the new methods make possible, has had some 
disturbing effects on the highly developed economies. It 
sometimes seems as if growth is pursued for its own sake, 


without reference to real needs, or to the undesirable by-- 


Eight Canadian companies 
have paid $2,000 each this 
summer to take an advance 
look at a cartoon version of 
the Canadian economy. 

The cartoon, officially 
called Research Department 
Experimental Model, Version 
One, or RDX1, bears little re- 
semblance to the drawings 
that appear on the editorial 
pages of most newspapers. 

Consisting of 101 mathemat- 
ical equations, it is the big- 
gest and most comprehensive 
model of the Canadian econ- 
omy around. The economists 
in the research department of 
the Bank of Canada, who built 
it, call it a cartoon to empha- 
size the fact that, even at 
their best, economic models 
provide only a rough outline of 
reality. : 

As the word experimental in 
its title suggests, RDX1 is not 
yet at its best. eh 

But the eight participating 
companies are looking for- 
ward to the day when RDX1 
or one of its descendants will 
provide accurate quarterly 
predictions of key business in- 
dicators. 


—from The Globe and Mail, Aug. 28, 1969 


products of expansion and change. One economist has 
coined the term “growthmania” to show his concern with 
the harmful effects of the unquestioning pursuit of eco- 
nomic growth. 


E. J. Mishan, who first wrote about “growth- 
mania,” has written a number of books on the topic 
—The Costs of Economic Growth (London, 1967) 
and Growth: The Price We Pay (London,1969). 


EFFECT ON LABOUR Rapid technological change requires 
continuous retraining of the labour force. If this is done by 
employers or by the state, it is costly. Often the people 
being retrained must pay part or all of their own expenses. 
They may have to accept a lower standard of living during 
the training period, or try to acquire the new skills by night 
courses while continuing with their regular jobs. Their 
health or family life may be affected by the burden. 

Some people are not eligible for retraining. If their 
basic education is not sufficient to enable them to learn the 
new methods, or if they are too old to make upgrading 


What are some of the harmful effects of 
growthmania on individuals ? 
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Wednesday, December 17, 1969 (Hamilton)— 


“The Steel Company of Canada, Limited stated 
today that it was prepared to do everything reason- 
ably possible in order to eliminate air and water 
pollution from its Hilton Works in Hamilton over 
the next few years, and thus became the first major 
Canadian industry to make such a commitment.” 








—photos from The Steel Company of Canada, Limited 


The effectiveness of the electrostatic precipitators 
currently in operation at Stelco’s No. 3 open hearth 
is vividly portrayed by these photographs. The 
picture showing metallurgical fumes belching from 
the stacks was taken when the power was shut 
off for demonstration purposes. The other photo- 
graph depicts the precipitators in operation. 


A stimulating and, on the whole, optimistic writer 
specializing in urban problems is Jane Jacobs. 
Her books, The Death and Life of Great American 
Cities (1961) and The Economy of Cities (1969), 
describe the advantages and disadvantages of 
urban life. She thinks that in the future the waste 
products generated by cities can be ‘‘mined’’—or 
“recycled,” and can provide an inexhaustible 
source of materials and generate employment and 
investment opportunities. 


(Sheinvented the term “differentiated production.) 


courses worthwhile in terms of dollars and cents, they may 
simply drop into the pool of unemployed, to be supported 
thereafter on welfare. 

The lack of stability in employment which occurs with 
rapid change and expansion is reflected in instability of 
family life. Workers and their households move from place 
to place, as old plants shut down in the communities for 
which they provided employment and new projects open 
elsewhere. Adjustment to this kind of displacement often 
involves much personal hardship and mental distress. 


EFFECT ON BUSINESS Since business firms cannot afford to 
fall behind their competitors, rapid technological change 
leads to greatly increased costs. Airlines, for example, have 
found themselves obliged to order the very latest equip- 
ment, for instance Jumbo Jets, even though their “old” 
airplanes (which for safety reasons were built to last) have 
years of useful life remaining. Are supersonic transports 
really necessary? Airline companies apparently think so, and 
are ordering SST’s in the full knowledge that air traffic 
control facilities are already overstrained, airports in major 
centres are inadequate, and sonic booms are destructive 
to property and dangerous to health. 

Business firms requiring large amounts of money for 
expansion must compete for whatever investment money is 
available. Interest rates rise, adding to the costs of doing 
business. As costs go up, so do prices and, in turn, wages. 
Profits are squeezed as high prices meet resistance, but 
instead of slowing down expansion and “cooling off,” firms 
are impelled by “growthmania” to try for improved pro- 
ductivity by still more expenditure and investment. 


EFFECT ON socieTy Inflation, waste of resources, uncertainty, 
overcrowding, and pollution are some of the costs of eco- 
nomic growth. Whether it is possible to have orderly 
progress, and avoid the high costs, not only in terms of 
money, but of human welfare, remains to be seen. Pressure 
for control of the undesirable effects of expansion has 
resulted in efforts to plan regional development and to 
oblige both governments and industries to reduce pollution 
of air and water. But control measures cost money too. 
Would it be worthwhile to restrain growth in the hope of 
avoiding its disadvantages, or would such restraint prove 
fatal to progress, and far more costly in the long run? 
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SPENDING AND SAVING 


In a primitive economy, production is clearly intended to 
satisfy consumption. Families or tribes produce their own 
food, clothes, and shelter, or they produce particular kinds 
of food and clothes and exchange them with each other. 
Anything that can be saved out of current consumption is 
used to develop better methods of production so that more 
can be consumed in the future: a fisherman who has a 
supply of fish salted away uses the time he has gained to 
build a boat with which he can sail farther out to sea in 
order to catch more fish. The goods and services produced 
are those for which there are obvious needs. For the most 
part, everything that is produced is consumed. In fact, 
production is frequently not sufficient, and famine is not 
unusual. 

In a modern economy such as Canada’s, the complex 
production process continues to be directed towards con- 
sumption. Approximately 60 per cent of the Gross National 
Expenditure takes the form of direct personal expenditure 
on consumer goods and services. Another 10 to 15 per cent 
is spent by the federal government on activities that are 
intended to benefit the consumer, such as information 
services, national parks and museums, defence, and police. 
About 20 per cent of the GNE consists of capital investment, 
some by the government but most by private business. This 
is used to build up new or improved productive facilities 
for future consumption. Further private capital expenditure 
goes into the construction of houses to be sold or rented 
to consumers. The part of the cNE classed as inventory 
consists of goods intended for consumption but not yet 
distributed. The remainder—exports of goods and services 
—goes to supply consumers in other countries instead of 
Canadians, but these exports pay for imported goods and 
services which otherwise would not be available to people 
in Canada. 


PERSONAL INCOME Looked at in a slightly different way, 
personal income may be divided into personal expenditure 
on consumer goods and services, personal direct taxes which 
help to finance the government's expenditures for con- 
sumers, and personal net saving, which is channelled into 
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GROSS NATIONAL EXPENDITURE 
IN CANADA, 1968 


Figures may not add because of rounding. 


° . 
59.3 ie personal expenditure 
on consumer goods 
and services 


° 
16.9 7, government 
current expenditure 
On goods and services 


° 
4.5 is gross fixed capital 
formation (government) 


° 
18.0 Vs gross fixed capital 
formation (business) 


GNE = $71.5 billion = GNP 


SOURCE: DBS 
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There are 10,000 choices in a modern supermarket. 





—photo by LRB 


Informed consumers can usually do only so much 
as individuals. To get better provincial meat in- 
spection, to repeal a federal ban on the sale of 
margarine, and to have standard sizes for children’s 
clothes Canadian consumers have had to exert 
Organized pressure, thus encouraging or forcing 
action by industries or governments. Informed 
consumers acting together have enormous powers. 


Individual or local action can sometimes be very 
effective. Ralph Nader, the American crusader for 
automobile safety, has had considerable success. 
Pollution Probe (and similar organizations in other 
parts of Canada) was started by a small group of 
trained scientists to investigate a specific problem; 
it had widespread publicity and resulted in federal 
and provincial government action. The action of 
individual housewives or small groups in boycotting 
certain products or stores can also accomplish at 
least temporary goals. 


Discuss the merit of the different approaches 
to solving the various problems of consumers. 


capital investment to provide for future consumption. Thus 
the statistical analysis of national income and expenditure 
shows how production is reflected in Seis gato Tae 
modern economy. 

It is not always easy, however, for the individual con- 
sumer to see that the goods and services currently being 
produced bear much relation to his needs. The connection 
is clear for rather simple basic products in general use, such 
as milk, toilet paper, or electric light bulbs. Many other 
products, however, such as chocolate-coated baby bees, 
electric hair brushes, rubber boots for poodles, and spray-on 
dye to keep your lawn green in winter, appear to have only 
a limited demand. 

Much of the initiative has shifted from consumers to 
producers, who are constantly searching for new products 
which will appeal to consumers and are prepared to make 
a great deal of effort to develop markets for these products. 
Many new products undoubtedly improve the quality of 
life; consumers might not have thought of wanting them 
but do not hesitate to welcome them. Soon they regard 
them as indispensable. Telephones and automobiles are 
obvious examples—a complete list would be a long one. 
Everything that is produced ultimately finds a consumer 
of some sort; if it does not or if the consumer finds it useless 
it will be cast aside. While in the primitive economy there 
is often a real overall shortage of goods and services, the 
modern economy is characterized by rather widespread 
misdirection of resources and a high level of waste. 

It is not enough for the present-day consumer to know 
how much he has to spend, what his real needs for goods 
and services are, and how these can best be met. He should 
also be aware of other goods and services which are avail- 
able, and which would genuinely improve his comfort and 
efficiency within the limits of his income. In addition, he 
should be prepared to be skeptical and even critical of 
purchases which, though widely advertised, will not really 
justify their price. A consumer is in many ways like a voter: 
he is confronted by a variety of choices and is required to 
be as alert and informed as possible if he is going to get 
value for his money. Like a voter, he chooses from the 
alternative candidates for his spending dollar, and he can 
indicate to the producer what kinds of goods and services 
he considers useful and what features he regards as 
important for his satisfaction. 
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In the supermarket of today it is not always easy to 
remember that the consumer is king, and the individual 
may feel that there is little he can do to influence trends 
in production. But producers cannot survive if they cannot 
sell their products. If consumers buy only what they really 
need and want, consistently reject goods which are not 
satisfactory or do not give good value for their money, and 
sometimes write directly to manufacturers to tell them what 
is right or wrong about their products, they are helping 
producers both to satisfy buyers and to increase their own 
sales and profits. Another way of saying this is that con- 
sumers who passively accept unsatisfactory products have 
only themselves to blame. 

However, some consumer opinions cannot be registered 
by the “vote” of buying a product, because there is a limited 
range available at a price the consumer can afford. For 
example, what can you do if your light bulbs burn out and 
need replacing more and more frequently, or if you are 
uncomfortable in synthetic textiles and can no longer find 
socks and underwear made from unblended cotton or wool? 


DISPOSABLE INCOME The amount which an individual con- 
sumer has available to spend is his personal disposable 
income, which simply means income after taxes are 
deducted. Companies withhold income taxes and Canada 
Pension Plan contributions before paying salaries to their 
employees. Other items are also sometimes deducted at 
source, depending partly on the practices followed by the 
particular firm. There may be deductions for health insur- 
ance, for example. Most firms also deduct the employee’s 
contribution, if any, to the company pension plan, and there 
may be other deductions for employee benefits. 

Although hospital, medical, and pension plan contribu- 
tions are deducted at source and not available to the 
employee, they should not be considered as extra taxes, 
since they represent expenditures which the employee 
would have to organize for himself if the company did not 
do it for him. This is not so for most of the tax deduction: 
it pays for services such as police protection, which the 
individual would not be able to provide for himself in any 
case. Individuals who are not working full-time for some- 
body else—the self-employed or seasonally employed—must 
plan to make their own arrangements for retirement savings 
and meeting the costs of hospital and medical care. 
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Canada has had a national association of con- 
sumers—the Consumers’ Association of Canada 
(CAC)—since 1947. It is a volunteer, non- 
political association, organized at local, provincial, 
and national levels. Using committees of experts, 
the CAC aims to inform consumers across *" 
country on current problems and topics of intere 
This it does partly through the medium of t 
Canadian Consumer, a bi-monthly publication. T 
CAC is both moderator and forum for individt 
complaints, and it can be an effective vehicle f 
group action. 


CAC membership, so far, has never exceede 
25,000. Yet some 50,000 Canadians subscribe t 
Consumer Reports, the publication of the U.¢ 
Consumers’ Union, a non-profit organization whicl 
concerns itself mainly with product testing. 


“She was trying to figure out the best buy—and 
something snapped !” 





—from Canadian Consumer, July/Aug., 1968 (courtesy 
Kitchener- Waterloo Record) 


Way, 


COMPOSITION OF CONSUMER EXPENDITURE 














PER CAPITA 
At 
Potential 
1967 in 1975 
(1967 dollars) 
Housingicace 6c ae es 269 385 
Food and non-alcoholic beverages..... 330 27) 
Transportation equipment. ............ 139 214 
Clothing, footwear, etc... 0.0.2 22..... 167 205 
Health services.) ok, ae, 124 179 
Alcohol anditobocco,.-. 2.15... tina. 119 151 
Education jouer ve ce ne atin 34 106 
Sales Taxis Sites wiles wa wis atten 40 57 
Other semi-durables 

(chiefly glassware, chinaware and 
household textiles)... ............. 33 57 
Furniture, carpets, etc... ...........-. 38 55 
Recreational durables................ 32 50 
Household appliances................ 24 38 
All other non-durables.............., 284 411 
All other services: on. 2 es Se 347 409 
Tongs ss. hola os tao ies ee omen ase 1,980 2,688 





* Adjusted to include all health care service. 


SOURCE: DBS 


Young people who have completed their education 
and training sometimes decide to go to work in a 
remote area where there is a need for their skills 
and little opportunity to spend money. They may 
choose to move back to a more populated centre 
when they have accumulated substantial savings 
with which they might make a down payment on a 
house, or if they have growing children. 


Say that you decide to spend next year 
working 300 miles or so from your home. 
Choose the place and obtain a newspaper 
from the area. Estimate your cost of living— 
food, clothing, accommodation, etc.—and 
draw up a tentative budget. 


Spending patterns 


The basic needs of individuals may be listed under six 
headings: food, shelter, clothing, operating expenses, extras, 
and savings. Shelter might involve the costs of buying and 
owning a house (including real estate taxes as well as mort- 
gage payments) or payments for rented accommodation. 
Operating expenses include utilities (heat, light, water, 
telephone) along with transportation to work, household 
equipment, and repairs—in other words, the recurring 
expenses of daily life. “Extras” consist of those items which 
are not fixed or regular, such as health, education, holidays, 
gifts, books, and newspapers. Savings include not only 
personal savings but also pension contributions and life 
insurance. Some expenditures, such as insurance payments 
and telephone rental, are fixed in advance by contract. 
Others vary in amount but recur regularly. Still others are 
entirely at the discretion of the individual. 

Spending patterns vary a great deal and are influenced 
by many things. Individual spending is affected by the 
broad considerations of location, climate, and availability 
of goods and services; also by income level, age, sex, and 
family status; but above all by attitudes and ideas based 
on education and training. 

Where you live in Canada can make quite a difference. 
The cost of living is considerably higher in Metropolitan 
Toronto than it is, for example, in Plum Coulee, Manitoba. 
This is mostly because of a substantial difference in the 
cost of shelter, reflecting the fact that land in or near a big 
city can be used for a number of different purposes and 
therefore has a relatively high value. Food and clothing 
may well be available for somewhat less (through careful 
selection from a broader range of choices) in Toronto than 
in Plum Coulee, but this does not offset the higher cost of 
shelter. In addition, a family living in Toronto is likely 
to have much higher costs for day-to-day transportation, 
and for other services such as haircuts and teléphone. The 
costs of fuel and electricity, as well as of consumer goods 
in general, are much higher in Inuvik, in the District of 
Mackenzie, than in Victoria, British Columbia, but the high 
cost of particular items in Inuvik may be offset to some 
extent by the fact that only a limited range of goods and 
services is available there and opportunities for spending 
are more limited than in Victoria. 
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A family’s basic consumer expenditures rise fairly steadily 
at first. On average, they quadruple from the years when 
the family head is in his early twenties to the peak point, 
about the age of forty. By the time he is sixty, family 
expenditures usually have dropped again to about half their 
peak level (after making allowances for price changes). 
The actual levels of expenditure are influenced by such 
things as number of children and size of income. An indi- 
vidual does not spend very much in the years before enter- 
ing the labour force, when spending depends on pocket 
money from his parents or casual earnings from a paper 
route or baby-sitting. He also spends less after retirement 
than he does during his working life, because his income is 
smaller and can no longer be increased from year to year. 
The spending pattern of a single person is different from 
that of a family; the spending patterns of men and women 
are also likely to show significant differences. 


Foop The most important single item of consumer expen- 
diture is food, on which the average family spends from 
25 to 30 per cent of disposable income. A family whose 
income is inadequate can do without certain other things 
but not without essential foods. Of course, a wealthy family 
will buy more expensive products: steak instead of ham- 
burger, lobster instead of tuna, fresh fruit instead of fruit 
jelly. But there is a limit to the amount that anyone can 
eat. As income rises it is the amount spent on other 
items that grows; thus a wealthy family usually spends a 
much smaller share of disposable income on food than a 
poorer one. 

Food costs vary to some extent from city to city, but they 
are not strikingly different from one part of Canada to 
another. Earlier in the development of the Canadian econ- 
omy, food prices were strongly influenced by what was 
available locally. Nowadays, however, the costs of pro- 
cessing, packaging, and distribution have become larger 
than the basic cost of the food itself, and have helped to 
equalize costs for consumers across the country. 


sHELTER The second biggest single item of consumer 
expenditure is shelter. The average family spends anywhere 
from 20 to 30 per cent of disposable income on shelter, not 
including utilities (an associated cost usually amounting to 
at least another 5 per cent). 
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“It’s marvellous! All you do is add water.” 


—cartoon by Charles Addams, from Addams and Evil (Simon 
and Schuster, New York) ; copyright © in Canada, 1947, by 
Charles Addams; reproduced with permission 
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Advertisements show regional differences in hous- 
ing costs. 


From The Globe and Mail (Toronto)— 


NORTH TORONTO 


$29,900. John Wanless School. Beau- 
tifully kept home in this desirable 
area. Living room with homely 
hearth, built In bookcases, separate 
dining room. ares kitchen, 
eating area. Deep 150 ff. lot. Im- 
maculate home. $7,000 down pay- 
ment. Vendor will hold mortgage. 
Too good to last. 


PRIVATE—EAST YORK 


$29,500. O’Connor-Don Mills. Solid brick 
5 room bungalow fully furnished base- 
ment, 2 washrooms, hot water heated, 
garage, nice garden. Quiet St. 


OWN FOR LESS THAN RENT 


MODERN Siroom co-op apartment tn 
ae) adult building. Interesting extras. 
ull prices $16,500. excellent financing. 





From The Calgary Herald— 


OPEN FIREPLACE 
LAKEVIEW 


$25,900 — Lovely Nu West builf - 6 
room, 3 bedroom bungalow. RU reo 
ROOM and DEN well started, 
broadioom over oak in livina and din. 
ing room. GARAGE. 


~ $16,900 — 


Three bedroom bungalow, farge living 
room and dining room. Spotless and in 
good repair. Close to schools, shopping 


and swimming pool. Quick poss. Gar- 
age. Beautifully Uandecared yard, 
FOREST LAWN 
EXCLUSIVE 


FULL PRICE $19,900. for this 1100 
sq. ft. BUng., Ige ktchn. and DR. 
1¥%2 baths, full basement with R.|. 
Bdrm DN. Single garage and fenced 
Close to Sep. and public schools. aM 
10 mins. to city centre. Good term: 


"How many rooms 
do you have 
in ycur living quarters?” 


This is the kind of question that makes it fun to 
fill out your Census Form. But it also serves a 
serious purpose—in this case it helps tell the 
government whether or not the people in your 
neighborhood are overcrowded and need hous- 
ing aid. 


The variation from one individual to another is immense, 
particularly for house purchasers. In many European coun- 
tries families expect to live permanently in apartments, but 
in Canada ownership of a single-family house has always 
been a widespread ambition. However, the cost of buying 
a house is now so high in a number of large cities that many 
people will never be able to own one. Prices in certain 
smaller centres, where business has developed quickly for 
some reason and serviced land has become scarce, have 
also risen rapidly. Rental costs, by contrast, are apt to 
change more gradually and smoothly from year to year. 

Canada has almost always had a shortage of housing. 
The degree of shortage has varied in relation to the struc- 
ture of the population. In 1946 the Canadian birth rate 
suddenly jumped to an unprecedented level and remained 
very high until about 1960. (It has dropped off sharply since 
then.) During the depression and the second world war very 
few new houses were built and Canada entered the post- 
war period with a substantial backlog of unsatisfied 
demand. Young people continued to live at home with 
their parents, or rented one or two rooms in an old con- 
verted house. Houses and apartments alike were scarce. 

The children born in the postwar period grew up in 
rather crowded conditions, but housing construction, vigor- 
ously supported by the government, expanded rapidly, and 
by the end of the 1950's the supply was almost equal to the 
demand. More recently, however, the postwar babies have 
themselves begun to marry and have children. As the num- 
ber and size of these new families increases, the pressure of 
demand for new houses is intensified and construction 
cannot keep pace. People who were able to buy houses at 
a time when prices (and mortgage rates) were relatively 
low are in a more fortunate position than those who are 
only now at the stage of wanting to buy a house and who 
are finding that house prices are beyond them. 

At the same time there is a yearly loss of houses which 
can no longer be used because they are too old, or because 
they are in unpopular locations, such as deserted farms or 
abandoned mining towns, or because they are about to be 
torn down to make way for new factories or expressways. 
Thus houses are required each year for people who have 
not needed a house before; in addition, others are needed 
to replace losses and to improve the quality of existing 
housing stock. 
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OTHER BASIC NEEDS Food and shelter together account for 
about half the disposable income of the average family 
in Canada. Operating expenses, which usually account for 
another 10 to 15 per cent, vary to some extent: some of the 
main items, especially household utilities, are relatively 
fixed. Clothing also averages from 10 to 15 per cent of 
disposable income, but here there are wide variations. 
There is a larger element of consumer discretion, or choice, 
involved than in the basic costs of food and shelter. Indi- 
vidual expenditures reflect age, sex, taste, and what is 
available, as well as income. 

The expenditures classified as “extras’—such as medical 
and dental care, membership fees in associations, vacations, 
and recreational equipment—are very often necessities. 
But the individual consumer can exercise a large amount 
of choice in this field, hence the term extras. Sometimes the 
actual choice is unfortunate. For example, parents may 
decide that expensive dentistry or a new pair of prescription 
eyeglasses for their child is not worthwhile. They could be 
wrong, and the child might be harmed for life, but the 
parents are free to make the choice. 


The individual consumer 


Roughly half of personal spending is for non-durable goods 
such as food and clothing. Only about 10 per cent goes for 
durable goods such as cars and appliances. The rest is spent 
on services, much the fastest-growing group of expenditures. 
Services include everything from transportation and medical 
care to dry cleaning and haircuts. 

Clearly, since consumers spend so much of their income 
on food, it is important that they actually get the kind of 
food products they need and get good value for their 
money. Shoppers need to be aware of basic dietary needs 
in different age groups so that food purchases can make 
the best possible contribution to health and well-being. 
They need to know what is available and how to judge 
quality and compare prices. 

Problems relating to shelter are somewhat less clear-cut. 
Certain minimum standards are considered essential, but 
beyond these, consumers must ask themselves: Where do 
I wish to live? Is it necessary for me to live there or could 
I live somewhere else more cheaply? What kind of accom- 
modation is available? Can I afford it? What can I afford? 
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More have TV 


than hot water 


OTTAWA (CP) — There are 
more Canadian households 
without running water than 
there are without refrigera- 
tors. 

More homes in Canada have 
television than have hot run- 
ning water. 

The statistics show up in a 
fat new volume entitled Mar- 
ket Research Handbook, pub- 
lished yesterday by the Do- 
minion Bureau of Statistics. 

The 645-page book, on sale 
for $5, packs in a broad range 
of production and consump- 
tion data, including some pre- 
viously unpublished figures 
for 1968. 

Charts show that 4 of 100 
Canadian households lack any 
piped water inside the home. 
Fewer than 38 of 100 house 
holds lack an electric refriger- 
ator. 

More than 5 of 100 house- 
holds have only cold running 
water, but fewer than 5 of 100 
do without TV. 

There were 953,000 homes 
with two or more television 
sets in 1968 and 229,000 house- 
holds with color TV—a jump 
from only 36,000 color-TV 
homes just two years earlier. 

Radios outnumber house- 
holds in Canada by about two 
to one. 

Two-car households became 
almost as common in 1968 as 
two-telephone homes—834,000 
households had two or more 
cars and 891,000 had two or 
more telephones. 

One chart traces an acceler- 
ation of popularity in motor- 
cycles in the 1960s. 


—from The Globe and Mail, Mar. 24, 1970 


J. K. Galbraith, Warburg Professor of Economics 
at Harvard University, was born in Elgin County, 
Ontario, and received his elementary education in 
S.S. Number 4, Dunwich Township (at the corner 
of Willey’s Sideroad and Clay Street). 





—photo by D. H. Millard 


The Affluent Society by J. K. Galbraith, 1958, drew 
attention to the fact that the North American 
economy has become richer than any society in 
human history but most of its wealth is in the 
private sector and public services such as educa- 
tion, highways, and welfare do not receive ade- 
quate support. 


What do you do with your ample supply of 
peach towels when you move to a house with 
pink bathroom fixtures? 


In one large high school it was necessary to 
enlarge the cafeteria when the school was only 
two years old. The original floor tiles could not be 
matched, so all of the “old” tiles were torn up and 
thrown out. 


Hard as it is to spend wisely on essentials, the really 
difficult questions for consumers arisé-in choosing non- 
essentials. According to J. K. Galbraith, an important con- 
temporary economist, decisions as to what products will be 
available for purchase in the modern economy are not 
usually made as a result of conscious consumer demand, 
but through the long-range planning of large industrial 
firms. These firms begin by undertaking fairly careful 
research into the kinds of products which consumers are 
already buying, and then decide on new products to be 
manufactured. The design and production of a new auto- 
mobile is a process which occupies several years. Even 
fairly simple products require lengthy planning and prepa- 
ration before production begins. In the meantime, the 
producer builds up a demand for his product so that when 
it does become available consumers will be eager to buy it. 
Product designs are frequently changed; older models 
quickly become obsolete, though they may still function 
well. Not only the design but other features, such as colour, 
are changed at frequent intervals: one year avocado green 
is the fashionable colour for household equipment; the next 
year the emphasis may have shifted to gold or blue. The 
consumer who needs to replace a particular item will find 
that the original style and colour are no longer available. 
Accessories may not be available in harmonizing colours: 
there are no longer any turquoise chairs to go with the old 
living-room rug. Sometimes even spare parts for the repair 
of equipment cannot be found (though reputable com- 
panies try to make sure that parts continue to be available 
for a reasonable length of time). Advertising persuades the 
consumer that he wants to keep on adding to his possessions 
and replacing them with the latest developments. 

Few people would deny that consumer products have 
improved enormously over time and that many of them 
have added greatly to the enjoyment of life. Without the 
long-range planning and research of big companies, such 
improvement would not take place as rapidly or on as large 
a scale. Without advertising, consumers would not be 
aware that better products could now be obtained. The 
difficulty for the consumer lies in drawing the line. It is 
unlikely that he can afford to indulge in constant replace- 
ments and additions to his stock of goods. He must learn 
to tailor his expenditures to fit his own personal plan for 
living. When he contemplates a new purchase he must 
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stop and ask himself: Why do I want that item? Does it fill 
a specific need in my life? Do I want it because many of my 
friends and neighbours have it? Or because they do not have 
it and I would like to be the first to display it? 

A particular problem for Canadians lies in their constant 
exposure, through television, radio, newspapers, and maga- 
zines, to the higher average material standards of life in 
the United States. A family comedy on United States tele- 
vision (or American programming available on Canadian 
channels) is likely to be set in a home which is well above 
the average American standard but is even more distant 
from the real experience of most Canadians. It is not always 
easy to remember this: the viewers main attention is 
focused on the action of the show, but at the same time he 
is automatically absorbing the details of the setting and 
often hatching new wants and desires for a whole variety 
of products that he has not previously considered necessary. 

Of course, during many commercials, new products and 
services are directly promoted. The commercials reinforce 
the process: the products and services that are promoted 
and the way in which they are promoted on a family 
comedy are often closely related to a way of life that is 
depicted in the show—special toilet paper for a party, wax 
for shining tile floors, rug cleaner for instant elegant 
broadloom. 

This raises a serious question. What standard of living 
can a consumer in Canada reasonably aim for? Canada is 
fundamentally a less rich country than the United States. 
The achievement of an average standard of living identical 
with that of the United States is not a realistic ambition, 
and efforts to imitate this standard by spending beyond the 
limits of current income are likely to lead to disappointment 
as well as serious financial hardship. 

The wise consumer must learn to look critically at all 
the idealized pictures of life presented to him, and concen- 
trate instead on planning for himself. It is not easy to do 
this, but it is the only way to make sure that consumer 
expenditures will result in genuine personal satisfaction. 


BUYING ON crEDIT Although, in the past, consumer expen- 
ditures were limited by the level of disposable income, 
nowadays many large purchases and even small ones are 
made through the use of consumer credit. Buying on credit 
requires further careful judgement. Is the purchase one 
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An “average” North American family in a television 
series owns: 


split-level bungalow in a tidy suburb 
television set 

two telephones 

AM/FM radio and several transistor sets 
wall-to-wall broadloom 

foundation planting of exotic evergreens 
one large car and one small car 
dishwasher 

refrigerator with freezer 

finished recreation room 

barbecue 

stereo/hi-fi 

summer cottage 

25 h.p. outboard 

dog 


But the “average” family is not content—it is 
striving for improvements in its standard of living. 
A partial list of its ambitions includes: 


replacing most of the above with newer models 
(including dog) 

colour TV 

central air conditioning system 

200 h.p. boat and a trailer to carry it 

one prestige car, one station wagon 

range with self-cleaning oven 


side-by-side refrigerator and freezer with 
automatic ice maker 


indoor-outdoor carpeting on patio 
heated swimming pool 
radio-operated garage door 


telephone in every room, separate lines 
for children 


yearly winter holiday in warm climate 
horse for daughter 

sports car for son 

membership in private golf club for dad 
mink coat for mom 


fireplace, bar, and second refrigerator 
for recreation room 


And what else would you suggest? 


Buy now, pay, pay, pay... 


KITCHENER — A man who 
visited an Ontario used car 
dealer to ask about prices and 
was talked into buying a 
brand new car for $4,100 with 
trade later found he had com- 
mitted himself to repay 
$11,573 over five years, a pro- 
vineial consumer protection 
conference was told yester- 
day. 

R. C. MacCormac, supervi- 
sor of the used car dealers 
section of the Department of 
Financial and Commercial Af- 
fairs, said this’ was one of 
more than 370 complaints in- 
vestigated during the past 
three years. 


“The complainant visited 
the dealer to inquire the 
prices of used cars for possi- 
ble purchase two months 
Jater. Six hours later, he left 
the dealer’s. with a brand new 


car—traded-in his old one— 
and was told, “You will hear 
from the people down there.’’ 

He thought this was the fi- 
nance company that would 
handle the balance outstand- 
ing, Mr. MacCormac said. 
Within a few days, the nian 
had signed an agreement with 
a mortgage broker to raise 
$4,100 to pay for the car and a 
further $2,100 to discharge his 
current second mortgage at 7 
per cent for a new mortgage 
for $6,900 at 15 per cent over 
five years. The mortgage bro- 
ker was to receive $700 in fees 
and the man would repay at 
$109.44 a month. : 

“At the expiry date, he 
owed $4,673 in interest. There- 
fore, in order to buy a $4,100 
car and discharge:a second 
mortgage of $2,100, he had 
committed himself to repay 
$11,578 over five years. 


—from The Globe and Mail, Nov. 15, 1969 


KITCHENER — Harassing 
telephone calls by collection 
agencies may become a crim- 
inal offense, V. J. Simone, 
registrar for collection agen- 
cies, Department of Finance 
and Consumer Affairs, tolda 
provincial consumer protec- 
tion conference here yester- 
day. 

“Tn the process of collecting 
debts the collection agency, in 
my opinion, oftentimes denies 
the alleged debtor his legal, 
civil and human rights,” Mr. 
Simone said. 

“Qur job is to try and pro- 
tect these rights, and I see 
that the federal Government 
is trying to do that, too, by its 
current proposals to amend 
the Criminal Code, one of 
which would make it a crimi- 
nal offense to place harassing 
telephone calls.” 

Mr. Simone cited a case in 
which an Ontario woman was 


forced to pay a collection 
agency $36 on an account that 
she did not owe because the 
collection agency persistently 
called her and threatened to 
garnishee her wages. 

“She was in such fear of 
losing her job because of the 
threatened garnishee that she 
chose the lesser of the two 
evils and paid the amount de- 
manded. We immediately con- 
tacted the agency and they es- 
tablished that they had in fact 
collected from the wrong 
party. The agency excused it- 
self on the grounds that it was 
one of those unavoidable mis- 
takes and promptly refunded 
.the money. 

“What concerns me as reg- 
istrar is why the agency 
didn’t listen to her pleas in 
the first place and how many 
other alleged debtors are in- 
timidated .into paying bills 
they do not owe.” : 


—from The Globe and Mail, Nov. 15, 1969 


aggregate demand 
goods and services. 


Total demand for all types of 


which is clearly needed at the present time or could it wait 
until the cash has been saved? Is the level of my total debt 
within my capacity to pay, now and throughout the term 
of the loan? Is there a possibility that I may soon change 
my job, my residence, or some other important aspect of 
my life, which may make the desired product less useful 
or the repayment a heavier burden? 

Obtaining credit for a wide variety of purchases has 
become easier—perhaps too easy—in recent years, as a 
result of the widespread promotion of credit cards. These 
may be issued by oil companies for buying gasoline, oil, 
tires, and other motoring needs. They may be charge 
account cards for department stores. They may be general- 
purpose cards accepted by many airlines, hotels, restau- 
rants, and retail shops. 

While credit cards are usually convenient to use, the 
complex processing required to handle each account must 
be paid for somehow. Card issuers need to be currently 
informed as to the creditworthiness of their customers, since 
there are considerable possibilities for fraud in the use of 
credit cards. This also involves expense. Stolen cards create 
additional costs for the issuer. All these costs are passed on 
to the users of credit cards and to other consumers. 

Companies often urge their customers to use credit cards 
because it is thought that they will spend more freely if 
they do not have to count out actual cash on the spot. They 
are encouraged to think that no costs are involved in using 
credit cards, that the prices they pay are exactly the same 
as they would be if payment was in cash. The fact is, how- 
ever, that doing business by credit card does involve sub- 
stantial costs, and no matter how these are disguised they 
cannot be made to disappear. Someone must pay them, 
and in the end the payer is the customer, whether he uses 
credit cards or not. 


Spending in the economy 


For the economy as a whole, the level of total consumption, 
or aggregate demand, is very important. If the level is too 
low, new goods will not be developed and the economy 
will not grow. If there is too much spending, production will 
not be able to keep pace and inflation will set in. Savings 
must be set aside for expansion and to improve production 
for future consumption, but if savings are too large there 
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will not be enough consumption to absorb new production 
and growth will come to a halt. 

For overall economic growth it does not matter what 
form consumption takes. During the second world war a 
well-known Canadian economist (Dr. Lorne T. Morgan) 
wrote a humorous book called The Permanent War, or 
Homo the Sap. His idea was that, in order to prevent a 
return of the great depression of the thirties once the war 
was over, the government should carry on its activities as 
though the war were still under way. Tanks and planes 
should continue to be produced, but since there would be 
no real use for them they could be dumped into one of the 
Great Lakes. As long as production could be kept up, 
everyone would be employed and there would be no 
depression. Since 1950 the expenditures of the “cold war” 
and, more recently, the war in Vietnam have helped to 
achieve the results Dr. Morgan predicted. The consumption 
of ammunition on the battlefield is just as effective as the 
consumption of golf balls in the rough on the golf course 
as far as demand and growth in the economy are concerned. 

Nor does it matter, for purposes of economic growth, 
who does the consuming within the economy. Assuming 
that we have an “affluent society” in which most people 
can expect to have reasonably comfortable lives, many 
people believe that it is appropriate to try to increase the 
spending power of low-income groups so as to reduce 
inequities in living standards. The Economic Council of 
Canada estimated that in 1965 some 20 per cent (one in 
five) Canadian families could be considered “poor,” in that 
they were spending 70 per cent or more of their incomes 
for essential food, clothing, and shelter. Some regions of 
the country are much more severely affected than others. 
Location is not the only factor; poverty is also commonly 
associated with lack of education. The Council noted that 
although average family income had risen substantially 
from 1951 to 1965, there had been no corresponding 
improvement in the incomes of the bottom 20 per cent. 


GOVERNMENT AND THE CONSUMER To a great extent, efforts 
to raise the conditions of life for low-income groups closer 
to the national average can be made only by the govern- 
ment. This can be done through the use of taxes to redistri- 
bute the national income as well as through efforts to 
stimulate production, employment, and consumption by the 
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Does this kind of housing meet national 
standards? 


The Department of Consumer and Corporate 
Affairs, a government department set up in 1967, 
stresses four freedoms for the consumer: 


freedom of choice 

freedom of action 

freedom from fraud and deception 
freedom from fear of physical or 
economic injury 


encouragement of specific local projects. Increasing total 
consumption in this way can encourage economic growth 
just as effectively as any other method. In fact, some equali- 
zation of income is likely to give an extra stimulus to 
consumption, because people at the lower end of the income 
scale tend to consume a larger proportion of their incomes 
and to save less than people with higher incomes. 

In addition to its role in supporting the expenditure level 
of the particular group of consumers whose incomes are 
low, the government is making increasing efforts to protect 
all consumers from hazards and frauds. A new federal 
government department has been established to watch 
over consumer interests and problems. Less well known are 
older government agencies such as the» Food and Drug 
Directorate, which supervises standards of manufacture, 
advertising, packaging, and sale of foods, drugs, cosmetics, 
and medical devices across Canada, with a view to main- 
taining safety, purity, and quality and preventing misrepre- 
sentation in labelling or advertising. 
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CONSUMER GOALS If Canadians are to get the best results 


It is also part of the service function of the Department to 


from the market system, they must feel confident that they are 
making an intelligent, effective and satisfying choice when 
they exercise their purchasing power. To further this result, 
the Department of Consumer and Corporate Affairs has set the 
following consumer goals: 


—protection against fraud and deception 

—protection against accident and health hazards 

—assurance that the market system is competitive 

—assistance to the consumer so that he can make valid choices 
and judge true prices 

—provision of a means for receiving and answering consumer 
complaints, queries and suggestions 

—representation of the consumer in the councils of government 


HOW THE DEPARTMENT SERVES THE CANADIAN CONSUMER 
The Department is completing plans for a program to convey 
information to consumers concerning grades and standards 
used in the description of products. The consumer will also be 
kept informed as to the manner in which the market operates, 
how to identify the choices of goods and services available and 
how to make the best choice according to the consumer's 
means and requirements. The objective is to equip the con- 
sumer to take more effective action on his own behalf. 


162 


improve the lines of communication between buyers and 
sellers so as to make consumers’ complaints more effective. 
THE CONSUMER, BOX 99, OTTAWA, provides a focal point 
for the gathering of consumer complaints in order that they 
may be drawn to the attention of the manufacturers or suppliers 
involved. This not only helps the parties concerned, it also 
helps the Department to learn where there are classes of 
problems which may require remedial action. 


A second important function in the area of consumer protection 
is research, planning, and co-ordination. This calls for the 
identification of consumer problems, both existing and antici- 
pated. Many consumer problems can be corrected through 
legislative or other action by the provincial authorities and 
consultation with other departments of the federal government, 
private organizations, businessmen, and consumers. 


The consumer will be protected on a national scale by periodic 
inspection of meat and agricultural products, fish and other 
foods, to ensure that they comply with the standards imposed 
by federal laws. Inspections are also carried out under the 
Weights and Measures Act in order to protect the public, 
including the business community, with respect to the accuracy 
of weights and measures on which they rely. 


While an extensive field service will be the eyes and ears of the 
Department throughout the country, the enforcement of the 





statutes that relate to consumer protection will require special 
attention in Ottawa. This function, essentially regulatory, will 
also require a good deal of consultation and co-ordination to 
ensure that certain statutes administered by other departments 
are vigorously enforced in the interest of the consumer. 


The job of enforcement also includes the drafting of remedial 
legislation within the federal jurisdiction that may be necessary 
to prohibit or regulate activities adversely affecting the 
consumer interest. 


The Bureau of Consumer Affairs was created to inform the 
consumer of his rights and choice in the marketplace as well 
as to investigate and analyze problems with which the con- 
sumer is confronted. Branches within the Bureau include 
Service and Information, Research, Operations, and Standards. 


e The Service and Information Branch deals with consumer 
complaints and inquiries and distributes consumer bulletins. 
Consumers with a question, a suggestion or a complaint are 
invited to write to THE CONSUMER, BOX 99, OTTAWA. 


e The Research Branch conducts research into consumer 
problems and engages in planning consumer programs. 


e The Operations Branch provides a unified field inspection 
service for the consumer. 


e The Standards Branch, made up of units formerly with the 
Department of Industry, Trade and Commerce, and the 
Department of National Health and Welfare, is responsible 
for the development of new consumer standards. 


BOX 99—A CONSUMER LISTENING POST Three and a half 
months after the Department of Consumer and Corporate 
Affairs was born, the now familiar mailing address, “The 
Consumer, Box 99, Ottawa” was established to receive 
complaints and enquiries. 


Consumers across Canada responded. By the end of May, 
more than a thousand had voiced their problems. Complaints 
were almost as varied as the number of people who wrote, but 
they pointed up certain areas of major consumer concern. 


Trade practices such as misleading advertising and labelling, 
referral selling, bait and switch tactics, guarantees and war- 
ranties, credit, repairs and servicing, accounted for by far the 
largest proportion of complaints: 64 per cent. Prices followed 
with 19 per cent; quality 14 per cent; quantity 2 per cent; and 
1 per cent miscellaneous. 


While these were the major categories, complaints covered a 
wide range of commodities and services. Top among these 
were food 26 per cent; automotive 7 per cent; drugs 6 per cent, 
and apparel and housing each with 5 per cent. The remaining 
51 per cent was spread over other areas, with emphasis on 
appliances, detergents, carpeting, furniture, electrical! fixtures, 
investments, publications, insurance, and transportation. 


To illustrate the variety of consumer complaints, here are 
examples of actual cases from the Consumer Service and 
Information Division files. 


e An Ontario consumer had a bad scare when her child nearly 
fell from its carriage because of a defective harness. When 
the local retailer proved to be indifferent, the Division 
contacted the manufacturer. Arrangements were quickly 
made for repair of a factory defect. 


e In Quebec a consumer complained about an excessively 
salty meat product. The company ignored the complaint until 
the Consumer Service and Information Division approached 
the processor. The problem was promptly resolved to the 
consumer's satisfaction. 


e A British Columbia consumer was dissatisfied with a camera 
purchased from an eastern Canadian firm and could obtain 
no satisfaction from the vendor. After action by the 
Consumer Service and Information Division, the consumer 
received a satisfactory replacement. 


e When an Ontario firm ignored a prepaid mail order for a 
watch, the consumer wrote the company repeatedly, finally 
sending a registered letter. Results were nil until the Division 
contacted the mail order house. The watch was delivered 
within six days. 


Not all cases can be settled with such dispatch. Many problems 
fall within the jurisdiction of provincial governments and these 
are referred to the proper authorities. Other incidents may 
involve contractual agreements into which the consumer has 
entered without fully understanding his obligation or that of 
the contracting partner. 


The analysis also revealed other interesting facts. Ontario, for 
example, registered more than half the complaints. British 
Columbia accounted for 15 per cent while Quebec, with about 
one-third of the national population, submitted only 12 percent 
of the complaints. Other provinces were represented to a lesser 
degree. 


Complaints about commodities and services were strongest in 
the west. 41 per cent from Manitoba and 37 per cent from 
Alberta concerned food. In Saskatchewan automotive com- 
plaints ranked highest, while New Brunswick was most con- 
cerned with drug problems. Three-quarters of the complaints 
from Nova Scotia involved trade practices. Prices accounted 
for more than one-third of the complaints from Manitoba, and 
a little more than a quarter from Quebec. 


These figures are interesting and significant. Some definite 
trends have emerged which will help chart the course of future 
action to protect the interests of consumers. 


—from a communique issued by the Department of Consumer and Corporate 
Affairs (1969) 
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If you send a letter to a Toronto 
address, your chances are to have 
it delivered only after four or five 
days. 

How do postal services operate 
abroad? In London, England, they 
deliver mail three times daily. In 
West Germany’s major cities, as 
well as in Denmark and Switzer- 
land, it is still three times daily, 
six days weekly. In France, Italy 
and other countries it is twice 
daily inciuding Saturday. 

I did feel ashamed to know that 
in such a tiny jungle country as 
Uganda, Africa, their postal serv- 
ice works all week. 

I think that by the next Federal 
election reverting to six-day postal 
services could:-be the issue. 


—from a letter by Ed Keiss, 
to the 7e/egram, Feb. 14, 1970 


From a humorous account of a Canadian pioneer 
community— 


“.. Some have always wanted money for what it 
would buy. Some have wanted it for the power 
it conferred. Some have sought it for the prestige 
it provided. The Scotch wanted it for its own sake. 
Money in this community conferred no power. 
And while a good bank balance unquestionably 
enhanced a man’s self-respect, he certainly did not 
think enough of the prestige it provided ever to 
dream of admitting to its amount. Two techniques 
for accumulating assets have always been in some 
measure in competition. One is to earn money; 
the other is to avoid spending it. Our neighbours 
enthusiastically employed both. When he visited 
Scotland with Boswell, at the time when the 
migration to America was getting under way, 
Dr. Johnson observed that ‘A man, who keeps his 
money, has in reality more use from it, than he 
can have by spending it.’ With this the Scotch 
continued to agree.” 


—from J. K. Galbraith, The Scotch (Penguin Books) pp. 27-28; 
© 1964 by J. K. Galbraith 


Many people are coming to believe that the government 
must expand its own share of consumption in order to 
provide public services which are becoming increasingly 
necessary as the population grows and the economy 
develops. Hospital and medical care are controversial 
examples: some people argue that these services are so 
expensive that the government cannot be expected to pro- 
vide them, while others reply that since such expenses are 
essential they are being paid already, often by the people 
who can least afford them. Less obvious examples are the 
control of pollution in lakes and rivers and the conservation 
of park land for family recreation, picnicking, and camping. 
Or consider a service already taken for granted: how many 
mail deliveries a week should be provided in the affluent 
society? The merits of these expenditures can be debated 
and the choice of projects actually undertaken is usually 
a matter of government decision. From an economic view- 
point, however, public expenditures create employment and 
foster growth in exactly the same way as the purchase of a 
new fur coat by an individual consumer. 


Savings 


Personal savings are that part of personal income which 
is not spent on consumption. There is remarkably little 
overall variation from year to year: in recent years, saving 
has accounted for about 10 per cent of total disposable 
income. This figure, of course, conceals a wide range of 
behaviour. Families at or near the bottom of the income 
scale are able to save very little, while for individuals at 
the top savings may be substantial. 

Total savings include both savings for emergencies, 
savings set aside for particular purposes—such as a house, 
a special vacation, or the further education of children— 
and savings for retirement. For emergency purposes, it is 
often recommended that individuals should have money 
saved equal to about six months’ salary. Although this 
sounds like a lot of money, it could be used up very quickly 
if your house were to burn down, or if you lost your job or 
were unable to work because of illness or an accident. For 
special purposes, the amount of savings will depend on 
individual needs and goals. The amount of long-term saving 
varies a great deal and there are no clear rules about it. 
Most individuals should make some provision for retirement. 
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Few people are able to predict just how long they will 
live, but the chances are that they will need an income 
for several years after their regular earnings come to an end. 
In a modern economy such as Canada’s, most people are 
expected to retire from active employment at a fixed age, 
usually sixty-five. The age of retirement is gradually being 
reduced, and it is likely to come down still farther in the 
future, because of the need to make space at the executive 
or supervisory level for an increasing number of younger 
people. At the same time, however, advances in medicine 
have helped people to live for much longer than they ever 
did before. From 1931 to 1961 the expectation of life (from 
birth) for a man rose from 60 years to 68 years, while for a 
woman it increased even more—from 62 years to 74 years. 
Moreover a man who had survived to age 65 in 1961 had 
a further life expectancy of 13.5 years, and a woman at 65 
could expect to live another 16 years. Of course these 
average figures do not indicate the wide individual varia- 
tions. Also, a person’s earning power might well be 
diminished early through a disabling injury or disease. The 
retired person may live on, but may require constant paid 
professional care. Husbands, wives, or other dependants 
may also be a continuing responsibility. 


PENSIONS The government established universal old age 
pensions in 1951 and contributory pensions in 1965. These 
arrangements, however, are not intended to provide more 
than a minimum foundation; individuals are expected to 
build up their own savings as well. 

Many people employed by large firms are covered by 
pension plans. Often they are required to contribute to the 
plan until they retire; in fact, contributions are likely to be 
deducted from their pay cheque before it reaches them. The 
company may also contribute, and the pension payable 
on retirement is based on the amounts contributed by both 
employer and employee, plus interest. 

The terms of pension plans vary a good deal. Sometimes 
the pension is payable as a certain percentage of earnings 
in the last or best-paid years of employment. Sometimes 
there are provisions for increasing pension payments when 
the cost of living rises. There may be other benefits, such 
as continuing coverage after retirement under the com- 
pany’s medical insurance plan or payments to survivors if 
the pensioner should die. 
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A newborn baby is exposed to many hazards. He 
may die from a childhood disease such as measles, 
or from an accident. If he survives the perils of 
growing up, and diseases such as cancer or heart 
ailments which are inclined to show up in middle 
age, his chances of a very long life are greatly 
increased. 


“| have the impression that they're not very 
substantial people.” 





—drawing by Charles Addams, ; copyright © 1939, 1967, by 
The New Yorker Magazine, Inc. 


The retirement budget is divided 
into five major categories: accom- 
modation, food, medical costs, 
clothing and personal expenses. 
The largest is accommodation, and 
a person living on old age security 
may find this a big problem. If 
he owns a home, he must pay for 
taxes, upkeep, and utilities. For 
example, an elderly Saskatoon 
couple, with a. modest home of 
their own, will receive a combined 
increase of $37.92 in old age pen- 
sion this year. It is their only 
source of income. However. their 
estimated increase in taxes this 
year is $30, leaving $7.92 to meet 
the rising cost of living. 

Some groups have made an ef- 
fort to reduce the personal expen- 
ses of pensioners. A movie chain 
has a “golden age” movie club 
with substantial discounts for pen- 
sioners. Buses in most cities have 
reduced rates for persons over 65 
at certain times of the day. A 
beauty shop has a budget section 
for older ladies. Professional ju- 
nior hairdressers charge less for 
simple hairstyles. 

What is being done for people 

who are forced to live below the 
poverty level? A small Ontario 
group called Pensioners Concerned 
has been receiving some recogni- 
tion. Their aims are to restore 
purchasing power of unemployed 
pensioners to the level of retire- 
‘ment date, and keep it at that 
level; to exempt pensioners from 
income tax and educational taxes; 
and to increase old age pension 
to at least the poverty level—$3000 
annually for single persons and 
$4,500 for couples. 
_ Already retired persons should 
take advantage of services like Ed- 
monton’s Welfare Information Ser- 
vice for advice. Saskatoon’s Family 
Service Bureau has trusteeships: 
help for people who are strong 
enough for community living, but 
need help with their budgets. 
Other cities have similar services 
for senior citizens. 


—from Co-operative Consumer, Feb. 10, 1970 


LIFE INSURANCE AND RETIREMENT PLANS The most common 
form of savings arranged outside employment is life insur- 
ance. The individual contracts with an insurance company 
to pay fixed premiums at regular intervals, and the company 
agrees to provide a certain sum after a certain period. The 
terms of such contracts vary so much that it is difficult to 
give a general description: the individual may receive a 
lump sum at retirement, a fixed annual income until his 
death (an annuity), or the insurance may be payable to his 
widow or children after his death. It should be noted that 
premium levels are usually fixed over the life of the contract 
but the actual amount varies with the age at which the 
person first takes out the insurance. If it is left too late the 
premiums may be very high. 

When prices are rising, fixed retirement income plans 
may turn out to be inadequate in relation to living costs. 
In such circumstances, a house completely paid for may be 
a good investment: the retired person can live there rent- 
free or can sell the house and use the proceeds to buy or 
rent more suitable accommodation. Some people also try 
to put at least part of their savings into assets whose price 
will rise along with the cost of living. The best example is 
common stock, which may be purchased either directly or 
through an investment fund. The price of shares is likely 
to move with the general price level in the economy. If 
the stock has been chosen for its growth potential (good 
examples are shares in basic industries or communications 
companies) it is likely to rise in value as the economy 
grows. It may not pay large dividends while it is being held 
—the firm might wish to use most of the operating profits 
for further expansion—but by the time the holder is ready 
to retire, the value of his shares should have increased 
substantially. If it has not done so, chances are that prices 
in general have not advanced much either. Paintings, jewels, 
silver, and antique furniture are other examples of assets 
whose value can be expected at least to keep pace with the 
cost of living. However, it may be painful to part with 
family treasures, unlike selling a stock which “doesn't know 
you own it.” 

Every person who is dependent on earned income must 
begin reasonably early in his working life to plan for retire- 


ment and, after calculating what he can expect from govy- 
ernment and company plans, must make arrangements to 
save whatever else seems likely to be necessary or desirable. 


“The stock doesn't know you own it” is a quotation 
from a delightful book, The Money Game (Random : 
House, 1969), by ‘Adam Smith’ | 
; 
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MONEY 
AS A MEDIUM 
OF EXCHANGE 


Che modern money economy 


Many people have had the experience of having to sell one of their possessions in order to 
pay a bill or to make an essential purchase. In the modern economy, money is the accepted 
medium of exchange: you cannot pay your taxes by handing over your colour television set 
to the government. At an earlier stage in economic development when assets were fewer 
and their value was more clearly established, it was possible to exchange one’s assets for 
the assets of other people without making much use of money. For example, in the days of 
the fur trade, beaver skins had recognized value: Indian trappers exchanged them for 
blankets and guns and the traders brought the skins back to the towns and exchanged them 
for food and other goods. Any person who acquired a beaver skin could be fairly sure that 
he would be able to exchange it for something else. Beaver skins were useful as a medium 
of exchange because they were useful in themselves for making hats. Moreover, they had 
the advantage of being small, lightweight, and durable, and reasonably uniform in size and 
quality, all desirable characteristics of any substance used as money. 

Broadly speaking, money as a medium of exchange has taken two forms. The first includes, 
as well as beaver skins, such things as cattle, corn, tobacco, tea, coconuts, and coins made 
of gold, silver, or other precious metals—all objects with a use apart from their value as 
currency. These things could be used as money because their value was generally accepted. 
They were also relatively convenient to move around from one person to another, and in 
most cases could be easily used in different quantities. 

The other kind of money consists of things which have no value in themselves, such as 
Indian wampum, cowrie shells, or present-day currency, which basically consists of pieces 
of paper, coins made of rather inexpensive metals such as copper and nickel, and bank 
deposits—accounting entries transferable from one holder to another. The value of this kind 
of money depends entirely on the confidence it inspires: people holding it are confident 
that they will be able to exchange it for goods and services, or for other assets such as 
stocks and bonds, at any time. This implies confidence in the economy. 

On the whole, the kind of money which has little or no value in itself has probably 
caused less trouble over the course of history than the kind which does have other uses. 
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The value of the latter can be changed suddenly by circumstances which have nothing to 
do with its monetary use, as when beaver hats became unfashionable and the skins were 
worth less, or more recently when people began to hoard silver coins because they could 
be melted down for industrial use at a price much higher than the face value of the original 
coins. The value of “fiat” money, on the other hand, is determined by the government which 
issues it and it commands confidence more or less as long as the economic system itself 
continues to do so. The value of such money can change in terms of goods. It can also be 
changed in terms of another country’s money, but such changes nowadays are a matter of 
government decision. 

The first Canadian fiat money, in the form of a bank note, was issued by the Canadian 
Banking Company, a private bank in Montreal, in 1792, and as new banks were established 
in the nineteenth century each of them began to issue its own notes. Up to that time there 
had been a shortage of currency in Canada and a great variety of coins from different 
places circulated without any clear standard of value. The British government tried, starting 
in 1825, to enforce the use of pounds, shillings, and pence as a standard, but business was 
already being transacted on the basis of the American dollar, and Canadian banks had 
begun to issue their notes in dollars. In 1857, an act was passed requiring government 
accounts to be kept in dollars and cents. Official coins for the Province of Canada were 
struck by the Royal Mint in England and sent over for Canadian use. After Confederation, 
the new Dominion of Canada began to issue its own notes, but the notes of individual 
chartered banks continued to circulate as well. When the Bank of Canada was created in 
1934 the chartered banks were required to reduce their note issue gradually, and their right 
of issue came to an end in 1945. Nowadays all bank notes are issued by the Bank of Canada. 

Partly because of the difficulty of moving currency over great distances to meet the needs 
of a sparsely settled population, the habit of doing business by cheque was established 
earlier in Canada than in many other countries. Once bank deposits can be used as money, 
the need for actual currency is much less. A bank is always ready to give a customer cash 
for all of his demand deposit, but in fact, the bank’s customers as a group usually do not 
want to hold more than a small part of their deposits as cash. The banks can estimate how 
much currency will be needed from day to day (for example, more cash is always needed 
on holiday weekends) and can make sure that they have the required amount on hand, with 
an extra margin in case their estimate is too low. Otherwise, having extra cash on hand is 
a nuisance and is as dangerous for a bank as it is for an individual. 

The most recent change involving money is the development of credit cards. These have 
some of the features of money but they are not quite money. They are not universally 
acceptable: you must have the correct card to offer to a particular shop, restaurant, or air- 
line. Gradually, however, multi-purpose cards are developing, and it is quite possible that 
a universally acceptable card will be introduced before long. It would probably rely on a 
central computer to provide instant information about the credit status of the card holder. 

Another non-monetary feature of credit cards is that they are not transferable from one 
person to another, unlike cash or bank deposits. Moreover, paying a bill by credit card is 
not the same as really paying for it: the final bill will come in later and must be paid by 
cash or cheque. Thus paying bills by credit card becomes a two-stage operation, and this 
inevitably adds to the cost of business. 
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American Indians as a medium of ex- 
change, and also as a pledge of peace 
and friendship. 2. Prince Edward Island's 
Holey Dollar was an eighteenth-century 
attempt to keep people from taking the 
coin out of the colony to where the ex- 
change rate was higher. The punched- 
out disc represented an additional value 
of a shilling. 3. The Hudson’s Bay 
Company brass token was called the 
Made Beaver and was equal in value to 
the prime pelt of a beaver. 4. Early 
Canadian notes were issued by private 
banks—this one in London for the Bank 
of New Brunswick in 1820. 
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The chief use of money is as a medium of exchange. It is also used as a store of value, a 
means of having available a command over real goods and services which can be exercised 
when a particular need arises. In addition to meeting expected needs, such as weekly grocery 
shopping, money may be held as a precaution-against unexpected needs, such as antibiotic 
medicines for a child in the middle of the night. 

The amounts of money held by individuals vary enormously from one person to another. 
The amount held in the form of currency is usually not more than enough to cover cash 
expenditures for a week or two, or a salary period, but this depends on factors such as the 
time required to go to the bank, the ease with which various bills can be paid by cheque 
rather than cash, and the amount of travelling or entertaining the person may have to do. 
Most of this money is held in the form of bank deposits. Some short-term savings may be 
held in savings certificates or government savings bonds. 

The amount of long-term savings varies. In general, how much people save depends on 
their income level; when they earn more they save more. In periods when prices are seen 
to be rising, people may try to spend more of their income on real rather than financial 
assets, fearing that their money may be worth less if they keep it for too long. When goods 
are scarce, as in wartime, people may hold more money. 

Although cash as such is often held for a short time, most people try to put their long-term 
savings into some kind of earning asset. There are various kinds of financial assets which 
may be chosen for this purpose. Broadly speaking, the choice depends on three considera- 
tions. The first is safety: people want to hold their savings in a form that they feel is secure. 
The second is liquidity, which means ease with which the assets can be converted into cash. 
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MONEY 
AS A STORE 
OF VALUE 


Some assets can be converted more quickly and easily than others. Each saver must deter- 
mine for himself just how important this factor is. He will probably want to hold at least 
some of his savings in forms which can easily be sold. The third consideration is yield or 
return. Usually it is necessary to balance the considerations of liquidity and yield, because 
assets with a high degree of liquidity have a relatively low yield, while assets which earn a 
good return are those which may take some time to convert to cash if that should become 
necessary. For the average person, however, safety is the over-riding consideration. 

Various kinds of savings deposits or savings certificates, either in banks or in trust 
companies, are one form of financial asset. Share deposits in credit unions are somewhat 
similar. It is important to know the conditions attached to the deposit. Generally a savings 
deposit which can be withdrawn on demand carries a lower rate of interest than one which 
cannot be withdrawn until after a fixed period, such as ninety days or a year. Nevertheless, 
savings deposits are a relatively liquid form of financial asset or investment. 

An even more liquid asset is a Government of Canada Savings Bond, which can be 
redeemed at any time at any bank for the full face value. However, the rate of interest 
payable normally rises the longer the bonds are held, so that the investor is encouraged to 
keep them until they actually mature, usually after several years. Another kind of financial 
asset is a marketable bond. Such bonds are sold by the federal government, the provincial 
governments, and corporations. They are issued for a specified number of years, or “term,” 
and carry a specified rate of interest over that period. At maturity they can be redeemed at 
face value. If the investor wishes to convert his bond to cash in the meantime, he must offer 
it for sale in the bond market, acting usually through his bank or investment dealer. He 
may get a higher or a lower price for his bond than its face value, depending on the demand 
for bonds at the time. Federal government bonds are usually the easiest to sell, but they 
often carry lower interest rates than bonds offered by other agencies or institutions. 

Shares of common stock, issued either by individual corporations or by investment funds 
(which in turn buy shares of a number of individual corporations), are another important 
kind of financial asset. The purchase price of a share is determined by market demand. A 
share has no fixed term, but as long as the investor holds it he is entitled to a vote in major 
company decisions and also to a share in the profits of the company, which he gets in the 
form of dividends. When he wants to sell his shares, the price he gets may be more or less 
than he paid, depending partly on how successful other investors think the company has 
been in the meantime. Some companies also issue preferred shares, which normally carry 
no vote but have priority when it comes to dividends. 

Also classed as financial assets are mortgages on real estate. This means that the investor 
lends his cash to someone who wishes to buy a house or other property. The rate of return 
on a mortgage loan is relatively high, but only people with large sums to invest can put 
them into this form, and such investors must be prepared to hold the mortgage for a number 
of years before the loan is completely repaid. 

There are many other kinds of financial assets. An investor who wishes to know what is 
available and how to make a choice can get some advice from his bank manager, and more 
detailed information from a licensed stockbroker or investment dealer. It is much safer to 
get advice from a reputable institution beforehand than to put one’s money into the first 
asset which sounds attractive, even if the amounts involved are fairly small. 
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BANKING IN CANADA 


The first bankers in Canada were merchants who had been 
successful in trade and become leading figures in their 
communities. Farmers and fishermen who had received 
cash for the season’s sales would turn over the money they 
did not immediately need to one of the merchants for safe- 
keeping. Other entrepreneurs, such as fur traders who 
wanted funds in advance to outfit themselves for a canoe 
expedition up the western rivers, or small tradesmen who 
needed to buy up inventory in order to open a new store, 
would borrow from a merchant who had extra money on 
hand. Some of the merchants lent money unwisely or 
unluckily, or decided to risk all the funds they were holding 
to start some new enterprise of their own that went bank- 
rupt. Others prospered and, as time went on, were asked 
to take care of more and more money and were able to 
place their funds in loans, until banking became a full-time 
business on its own. 

By the early nineteenth century there were many such 
banks. But in order to protect savers (the people who were 
providing the funds) against the possibility of unwise deci- 
sions on the part of bankers—which might suddenly wipe 
out the savings of many years—it soon became necessary 
for government to step in and regulate the activities of 
banks. Later on it also became necessary to protect bor- 
rowers from being forced to pay unreasonably high rates 
of interest for their money. Banks were required to apply 
to a government for a charter. This meant that a bank had 
to meet certain standards in carrying out its operations; it 
also meant that a bank could advertise its soundness and 
integrity by stating that it held a government charter. The 
first chartered bank in what is now Canada was the Bank 
of Nova Scotia, which received a charter from the gov- 
ernment of Nova Scotia in 1832. 

Banking developed first in the Atlantic provinces, but as 
settlement moved westward the banks opened branches in 
the new communities. Banking services were one of the first 
needs of every new town. It was usually easier fomean 
existing bank to open a branch office which would supply 
these services, using some of the funds it already had on 
hand as well as trained personnel from existing branch 
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The first home of the Bank of Nova Scotia, 
Halifax 1832— 





—photo courtesy of The Bank of Nova Scotia 














“1 want to make a deposit.” 


—drawing by Charles Addams; copyright © 1938, 1966, by 
The New Yorker Magazine, Inc. 


Demand deposit a bank deposit which can be withdrawn 
in full at any time but pays no interest 


The major banks in Canada have paid dividends on 
their shares consistently over the years, even during 
the depressions of the 1870's and the 1930's. 


offices while new business was building up, than for a new 
bank to be organized from nothing. Of course, new banks 
were established from time to time, but the pattern of 
settlement and development in Canada was such that 
branch banking spread very rapidly and became one of the 


cornerstones of the commercial structure of the country. 


The Canadian banking system 


Although banking has become more sophisticated, especially 
since the 1950’s, Canadian banks are still carrying out the 
same functions and operating in much the same way as 
they did in the beginning. 


BANKING LIABILITIES Banks have three main sources of 
funds: deposits, capital, and certificates or other “debt 
instruments.” Savings deposits of individuals are the main 
source; these usually come in rather small amounts. From a 
bookkeeping standpoint they are liabilities of the bank: the 
amounts are owed to the depositor who usually has the right 
to remove them at any time, although sometimes he must 
give advance notice that he intends to make a withdrawal. 

The bank also has funds in the form of capital stock. 
Some of this must be subscribed by the founders when the 
bank first opens, so that it can begin operation before there 
are any deposits. The bank increases its capital stock by 
selling more shares from time to time. 

Like savings deposits, capital stock is a liability of the 
bank, but the liability is to the shareholders rather than to 
the depositors. The capital stock is a relatively fixed part 
of the bank’s liabilities. An individual shareholder cannot 
demand his money from the bank, but must sell his shares 
on the stock market if he wishes to convert them to cash. 
In the meantime, however, he is entitled to take part in 
major decisions concerning bank policy by voting at the 
annual shareholders’ meeting. He receives annual dividends 
on the shares as his part of the bank's profits, just as he 
would if he held shares in any other business corporation. 
Of course, if the bank fails to make a profit, no dividends 
will be paid and the value of the shares will go down. This 
has rarely happened in recent years. 

In some European and American banks, the ownership 
of shares has been concentrated in the hands of a very 
small group of shareholders, sometimes the same people 
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who control particular industrial firms. This has meant that 
the bank may be operated entirely in the interests of the 
other company. The company has ready access to bank 
funds whenever they are needed for expansion or other 
purposes, but the depositors of the bank may be in a 
dangerous position if the company does not do well and the 
bank loses money. This situation did not develop in Canada. 
In the early days, shareholders were sometimes limited 
as to the amount of stock they could buy. Shares have 
usually been issued in rather small denominations with the 
idea that there should be as many shareholders as possible 
so that no particular group could exercise control. 

In recent years banks have been adding to their supply of 
funds by selling many different kinds of financial “instru- 
ments’ to investors. Sometimes these have been short-term 
certificates for fixed amounts, which are repaid after a 
certain number of months at a specified rate of interest, 
usually somewhat higher than the rate paid on ordinary 
savings deposits. These certificates are also different from 
savings deposits in that the investor cannot get his money 
back from the bank on demand until the certificate 
“matures.” He can sometimes sell the certificate to another 
investor if he wants cash, but then, of course, he will get 
only what the buyer is willing to pay, and not necessarily 
the amount which he himself paid for the certificate in the 
first place. In that respect such certificates are more like 
shares than deposits, but they are not shares, because they 
do not entitle the holder to any voice in the bank’s manage- 
ment or to any part of the bank’s profits. 


BANKING Assers On the other side of the accounts, the 
bank’s assets consist, first of all, of “till money” (notes and 
coin). The largest part of a bank’s assets, however, consists 
of outstanding loans, most of which have been made to 
business firms. Smaller loans to consumers also add up to 
a significant total. 

Business loans are of many different kinds, the most 
common being a loan made under a one-year line of credit, 
a stand-by arrangement which means that the borrower can 
draw funds up to an agreed amount at any time during 
the period of the agreement, usually a year. It may be 
renewable, depending on the bank’s review of the cus- 
tomers position. Interest is not charged until money is 
actually borrowed, but there may be a commitment fee. 
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Canadian banks have generally inspired confidence. 
In 1832, William Radcliff, Esq., of Upper Canada 
wrote to his brother in Ilreland— 


“All the spare cash | had, | have vested in bank 
stock, in the bank of Upper Canada. It is a decided 
fact that this stock pays regularly twelve per cent 
and is as safe as in the Bank of England. 


Government are the holders, as | am informed, of 
one-third of the entire, and | am well assured that 
capital may be vested with perfect safety in this 
fund. 


No individual /s permitted to invest more than 
one thousand pounds, that many may partake of 
the advantage. 


The influx of emigrants to our province of Upper 
Canada has been such, that in the last year the 
population is said to have increased one-fourth; 
and in this season, fully as much is expected. This 
affects the resources of the country in various ways, 
particularly as to the facility of disposing of farming 
produce; and also, as to the banking interests, of 
which | have been speaking. As | am informed, 
and indeed read in the public prints, that so 
numerous have been the arrivals of settlers, with 
considerable capital, that within a year three 
hundred thousand sovereigns have been deposited 
in the bank of Upper Canada. 


My deposit was in gold, and / received four 
shillings exchange on each sovereign. 


Bank stock has this year paid sixteen per cent, 
never less than twelve; the legal interest is but 
eight; but on the last dividend there was a bonus 
of eight more, in consequence of the country rising 
into such rapid prosperity. So that | request you 
to get our friend and kinsman to call in any money 
that | can command, and to send it me forthwith. 
Double interest in Ireland may be a very bad thing; 
but, being well secured, is quite the reverse here.” 


—Authentic Letters from Upper Canada (Macmillan, 1953) 
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—from The Financial Post, Aug. 1, 1970 


How do these rates of yield compare with 


current rates? 


Money market market for large amounts of money bor- 
rowed and loaned for short terms (usually up to a year); 
governments, banks, finance companies, and large corpora- 
tions with surplus cash or large short-term needs participate 
in the money market which is run by a group of authorized 
investment dealers; bond and short-term money markets are 


both markets in paper representing promises to pay 


Underwriting The banks and bond dealers who underwrite 
a bond issue guarantee to take up the bonds if they are not 


sold to other investors. 


Each loan is dealt with on its merits, so that the terms 
of repayment and rates of interest vary. The interest rate 
is influenced by the amount of risk the bank thinks it is 
taking and the amount of paperwork required to process 
the loan. For example, a loan granted to a large company 
which never needs to use the full amount carries a lower 
rate of interest than a loan to a small retailer who is con- 
stantly drawing and repaying during the year. Most busi- 
ness loans are short-term loans for working capital. Banks 
do not normally lend money for purposes such as plant 
expansion, because most of their deposits are payable on 
demand and their assets cannot be tied up for a long period 
of time. However, banks do carry a small amount in long- 
term loans in the form of residential mortgages. 

For consumer loans the term is usually more than one 
year and the customer is usually expected to repay in 
regular instalments. Rates of interest on consumer loans are 
generally higher than on business loans because the amount 
of work involved for the bank in calculating the risk is 
greater, as well as the risk itself in most cases, and schedul- 
ing repayments takes a lot of supervision. 

In addition to its loans, the bank holds part of its assets 
as investments. Some of the bank’s investments are in the 
form of short-term government securities, which can readily 
be sold in the money market for cash at any time. Some 
are longer-term government securities, which earn higher 
rates of interest than short-term “paper” but can be sold 
in the bond market if cash is needed. Then there are bonds 
issued by provincial governments, many of which are 
bought by the banks which handle the financial affairs of 
the province and help to “underwrite” its bond issues. 
Finally, there are small holdings of bonds issued by corpo- 
rations, usually customers of the bank. Provincial and 
corporate bonds carry higher rates of interest than those 
issued by the federal government; they may be corres- 
pondingly harder to sell for cash before they mature, but 
the banks do not usually expect to have to sell them before 
maturity. 

The bank earns money on its assets through the interest 
it charges on loans and the interest it receives on invest- 
ments. Part of the earnings must be paid out in the form 
of interest on savings deposits and on deposit certificates, 
and part for bank premises and staff salaries. The margin, 
or difference, between earnings and costs is the profit of 
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the bank. Part of this may be “ploughed back” into bank 
operations for expansion or modernization, part is put into 
“contingency reserves’ to meet possible future losses, and 
the rest is paid out to the bank’s shareholders in the form 
of dividends. 


MANAGING ASSETS AND LIABILITIES To attract deposit funds 
the bank must provide convenient and pleasant branches 
which customers can visit easily, pay rates of interest which 
the customers find satisfactory, and make the customers 
feel confident that the bank is a large, safe, and profitable 
place in which to put their money. The bank must also 
safeguard the value of its capital stock, thinking carefully 
before issuing new shares. Raising funds through the sale 
of certificates again requires careful analysis: the interest 
payable on these certificates is a relatively high cost to the 
bank; also dates of maturity on the certificates must be 
planned so that they do not all fall due at once. 

Managing bank assets, particularly loans, is more difficult 
than looking after liabilities such as deposits and shares. 
The bank must first decide how much of its assets it can 
safely tie up in loans. The creditworthiness of each bor- 
rower must be carefully investigated. The bank must weigh 
its loan program in terms of its cash flow from month to 
month. The bank knows, for example, that most of its 
customers who are in the retail business will need to borrow 
in the fall to build up inventories for Christmas sales, 
and will probably make repayments in the spring, while 
market gardeners may tend to run out of money and need 
to borrow for spring planting but should be ready to repay 
when the produce is harvested and sold. Every business 
has its own seasonal pattern as well as its own temporary 
problems and long-term plans for development. To manage 
its affairs efficiently, a bank must be familiar with the 
particular needs of all its customers. 

The bank must decide what proportion of assets are to be 
kept in the form of investments. This depends partly on the 
demand for loans. When business generally is expanding 
the demand for loans is strong and more bank assets are 
used in this way; when business is less good the bank will 
put more into investments. Like the individual investor, the 
bank must always balance two factors: yield and liquidity. 
The bank wants to hold securities carrying high rates of 
interest, but at the same time it needs to be able to convert 
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Royal Bank building in Winnipeg— 
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The offices of Canada’s major banks are housed in 
towering modern structures. 


CANADIAN CHARTERED BANKS 


name of bank head office 
Bank of Montreal Montreal 
The Bank of Nova Scotia Halifax 
The Toronto-Dominion Bank Toronto 
La Banque Provinciale du Canada Montreal 
Canadian Imperial Bank of Commerce Toronto 
The Royal Bank of Canada Montreal 
Banque Canadienne Nationale Montreal 
The Mercantile Bank of Canada Montreal 
Bank of Western Canada* Winnipeg 
Bank of British Columbia Vancouver 


*The Bank of Western Canada is being liquidated. 
SOURCE: Government of Canada Bank Act, 1967 


Note: The assets of Canada’s major banks are given 
in the table on page 181. 


securities to cash when necessary. Usually short-term gov- 
ernment securities, which are easiest to sell, yield the lowest 
return; long-term securities with high rates of interest are 
sometimes not easy to sell very quickly. 


HOW ARE BANKS REGULATED? It is, of course, true that the 
power to decide whether or not to grant a loan for a 
particular project can determine which firm will go ahead 
and which will not. It is also true that unwise decisions on 
the part of a large bank could result in severe hardships 
for many small savers. In the United States, fear of the 
power of large banks led at an early stage to the prohibition 
of branch banking. Banks in the United States are not 
allowed to expand their operations beyond the boundaries 
of their own states. As a result, the United States has many 
thousands of small banks, and only a handful of large ones 
(but among these are some of the largest in the world). 
Canada has only nine banks, but most of them have a great 
many branches. 

The activity of Canadian banks is regulated in three 
different ways. First, as already indicated, bank ownership 
is very broadly based, so that no family or group can take 
control and misuse it. Second, competition between banks 
is extremely strong, so that a customer who is dissatisfied 
with the service provided by one bank can transfer his 
business to another (except in very small communities 
where there is only one bank in operation). The third way 
of regulating banks is much the most important: this is 
through the Bank Act, which was first passed in 1871 and 
has been renewed approximately every ten years since then. 

The Bank Act sets down very comprehensive rules for 
bank operations. In the first place, no institution in Canada 
can call itself a bank unless it is specifically named in the 
Bank Act, and all the banks listed there must conform to 
the provisions of the Act. The Act says that banks may not 
engage in business other than banking. This means that a 
bank may not even hold shares of the stock of another 
company, so that it cannot vote on the decisions of that 
company. 

Until 1954 banks could not make loans on the security 
of real estate; this was because of the experience of many 
banks, especially in the United States, which had become 
involved in land speculation. They tied up their assets in 
high-yielding farm mortgages, and when the farmers could 
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not make the mortgage payments the banks failed and 
dragged their depositors down with them. In 1954, how- 
ever, because of the great shortage of housing in Canada 
and the need to find more money to finance new building, 
the Canadian banks were allowed to put small amounts 
of their assets into government-insured mortgages guaran- 
teed under the National Housing Act. In 1967 the power 
to make mortgage loans was broadened further, but mort- 
gages are still limited to a rather small proportion of total 
bank assets. However, the Bank Act allows banks to make 
business loans using certain natural resources and goods 
still in the process of production as collateral. This has 
been an important way of encouraging the industrial devel- 
opment of the country. 

The Bank Act specifies the amount of capital a bank 
must have, and the amount of reserves it may keep against 
contingencies. It lays down conditions for the establishment 
of new banks. Until 1967 it limited the amount of interest 
that a bank could charge on a business loan to 6 per cent. 
This provision was meant to protect borrowers from “usury” 
—excessively high interest rates. In the 1950’s however, 
interest rates began to rise all over the world, so that 6 
per cent was no longer a realistic ceiling. The banks’ ability 
to pay interest to depositors was limited by the amount they 
could charge on loans, and so they lost some of their 
depositors to other institutions. Moreover, while loans were 
available to large firms at 6 per cent, smaller borrowers 
with riskier projects were not able to borrow from the 
banks at all; they could get funds only from other insti- 
tutions able to charge very high rates and the protection 
of the Bank Act did not help them. In 1967, when the Bank 
Act was revised, provision was made for removing the ceil- 
ing on bank lending rates. Now these rates are determined 
by competition among the banks. 

One of the most important features of the Bank Act is 
that it states how much cash each bank must have in 
reserves. At present the legal minimum is 4 per cent of 
savings deposits and 12 per cent of demand deposits in 
Canadian dollars. Part of the cash reserves are in currency 
which the bank keeps as till money to use in day-to-day 
operations: the amount held this way depends entirely on 
the habits and preferences of the public. The remainder 
of the reserves is on deposit at the Bank of Canada, which 
is the central bank. 
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Banks are permitted to create real estate holding 
companies for the express purpose of owning and 
managing their own premises and renting space 
in these buildings. 


Some Canadian banks have operations outside the 
country, such as agencies in New York or trust 
companies in the Caribbean; such activities do not 
come under Canadian law but must conform to the 
regulations ot the country in which they are 
established. 


Many people argue that there is no need for the 
minimum cash reserve requirement, that a bank 
would probably find that it had to hold 4 or 5 
per cent of its deposits in cash anyway—to meet 
the requirements of its customers. 


MONTREAL — The near 
panic caused by massive with- 
drawals of savings late last 
month by members of Montre- 
al’s Greek community caused 
hardly a ripple at the annual 
shareholders’ meeting of the 
Montreal City and District 
Savings Bank yesterday. 


Soothed by a 10 per cent in- 
erease in profit in a 10-month 
financial year, record assets 
and, according to bank presi- 
dent Guy Vanier, the best div- 
idend record of any bank in 
North America, the sharehold- 
ers did not raise one question 
about last month’s withdraw- 
als or, in fact, about anything 
else. 


There was, in the official re- 
ports, only one direct refer- 
ence to the wave of withdraw- 
als,,It was made by Mr. Vani- 
er, a cousin of Governor-Gen- 
eral George Vanier, who said 
that in its 120 years of opera- 
tions the savings bank had 
never omitted or reduced its 
dividend, 


“T know of no other bank 
on the North American conti- 
nent with a record of stability 
concerning its dividends that 
can be compared to this one. 


“It is rather surprising that 
with such a climate of securi- 
ty a few of our Greek custom- 
ers should suddenly have be- 
come the victims of a false ru- 
mor; fortunately they were 
not slow in recognizing the 
falsehood of this rumor and, 
within a few days, a large 
portion of these customers al- 
ready had brought back their 
savings.” 


The bank’s general manag- 
er, Antonio Rainville, said af- 
ter the meeting that about 2,- 
400 accounts were affected. 
They were concentrated at 
five north-central Montreal 
branches of the bank’s 74 
branches. 


Mr. Rainville said upward 
of $3-million is estimated to 
have been withdrawn during 
the rush as rumors, apparent- 
ly to the effect that the bank 
either had run out of money or 
was not a safe place to leave 
savings, swept through the 
Greek community. 


—from The Globe and Mail, 
Feb. 14, 1967 


THE SAFETY OF THE BANKING SYSTEM The Canadian banking 
system is considered one of the safest in the world. For 
many years the chartered banks in Canada were so strong 
and successful that other financial institutions were not able 
to compete with them. Occasionally banks failed; the last 
time this occurred was in 1923 when the Home Bank col- 
lapsed. The big banks, with many branch offices and a 
wide variety of customers, could always divert funds from 
somewhere else if a particular branch got into trouble. 
Moreover, the banks have usually been ready to help each 
other in case of any real emergency, since banking involves 
an important element of confidence, and doubts regarding 
one bank could quickly spread to the others. 

Occasionally, for example, there would be a “run” on a 
bank. One or two customers would pick up some mistaken 
information, and decide that their bank was not safe. They 
would march into their branch and demand to withdraw 
all of the money in their deposit accounts at once. Other 
customers would hear the discussion and panic—then 
they would quickly write out withdrawal slips of their 
own and get into line. The bank would suddenly be called 
on to produce a great deal of currency, whereas it could 
normally expect that the need for till money that day 
would be only a small part of the total amount carried on 
the books as deposits. Very soon the branch manager would 
have to tell his frightened customers that he had no more 
cash left. This would seem to prove that the bank was 
indeed insolvent and more and more customers would be 
likely to rush in demanding their money. 

In the days when bank runs were frequent it was common 
for other branches in town to come to the rescue. As 
quickly as customers withdrew their cash from the besieged 
branch and took it instead to the other banks in town, the 
branch managers of the other branches would bundle up 
the cash in sacks and have it delivered to the back door 
of the branch which was suffering from the run. Thus new 
demands for withdrawals could be met immediately and 
cheerfully, until the customers gradually became convinced 
that there was no shortage of currency and their bank was 
not insolvent after all. 

It is many years since there has been a serious “run” 
on a Canadian bank, but similar movements have recently 
been taking place on an international scale. Investors sud- 
denly decide that their funds are not safe in one country, 
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or that they are sure of a higher return in another. Enor- 
mous sums of money pour out of one country and into 
others. The country which is losing money is seen to be in 
a state of crisis and the drain of money gathers speed. 

Recently, when such a movement has developed, the 
countries receiving the “hot” money have speedily made 
arrangements to get enough funds back into the country 
which is in trouble to persuade investors that there is no 
real need to move their assets out. In addition to such 
emergency measures, which can be arranged very quickly 
by calling together the central bankers of the major Euro- 
pean countries, the United States, and Canada, there are 
also standing arrangements between central banks for the 
provision of “swap” credit up to certain limits, to be used 
in the event of a sudden outflow of invested funds. Bankers 
are willing and anxious to co-operate with each other in 
this way, because once confidence in money and banking 
is undermined in one country the whole international mon- 
etary system is in danger, even though nothing whatever 
may have happened to the real economies of the countries 
involved. 


Other financial intermediaries 


Canadian banks have been strong enough to survive a 
variety of emergencies and, until recently, they were able 
to check the growth of other financial institutions by step- 
ping in themselves to offer new financial services to their 
customers as new needs developed. The range of services 
offered by banks in Canada is much wider than that pro- 
vided by commercial banks in most other countries. 

There have been a few other important financial institu- 
tions, or “financial intermediaries,” in Canada besides banks, 
however. One example is a credit union, usually an organi- 
zation limited to the employees of one firm or the residents 
of one area. Credit union members must be shareholders. 
The organization draws in savings from some of its mem- 
bers, pays them interest, and lends the funds to other 
members, usually for mortgages on houses; or it makes 
consumer loans to buy cars and household appliances, to 
finance vacations, or to consolidate old debts. Interest on 
such loans is generally higher than that charged by banks, 
but credit unions are often willing to lend sizable amounts 
without collateral other than the good name of the borrower. 
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Swap credit is a reciprocal line of credit agreement between 
the central banks of two countries. 
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—photo by LRB 


This credit union serves the Croatian community 
in Toronto. 


FINANCIAL INSTITUTIONS IN CANADA 
per cent of total assets 


total assets 1969: $73.4 billion 


hartered bank 





trust companies 


sales finance and consumer 
loan companies 


credit unions and 
Caisses populaires 


mortgage loan firms 


ELIE 1 


general insurance companies 


mutual funds 





SOURCE: The Financial Post, June 20, 1970 


Mortgage and trust companies overlap and many 
have amalgamated. 


Caisse populaire a special kind of savings bank found 
mainly in Quebec— It is somewhat like a credit union. (The 
Mutual Savings Bank which had a run on it in the 1960's is a 
caisse populaire and not a federally chartered bank.) 


Another kind of financial intermediary is a trust company. 
It collects savings deposits in the same way as a bank, often 
paying somewhat higher interest rates but usually not 
offering the same range of services. Trust companies also 
manage funds that are left as “estates” by people who die. 
It is quite common for a person to leave a will stating that 
his children are to receive a monthly allowance, but because 
they are not old enough to handle their own affairs the trust 
company is to take care of the investments until the chil- 
dren come of age. Trust companies do not, however, use 
their funds to make business or personal loans. The kinds 
of loan they can make are carefully regulated by law, and 
most of their funds are in mortgages, bonds, or stocks. 
They also offer estate-planning services, undertake sales 
and rentals of houses and other property on a commission 
basis, and act as transfer agents for companies issuing 
stocks and bonds. 

In the United States, trust business is often done by 
banks, but in Canada this was not possible until recently, 
because of the clause in the Bank Act prohibiting banks 
from engaging in any other type of business. Since 1967, 
however, banks have been allowed to operate separate trust 
departments as long as they do not mix this business with 
their regular banking. Mortgage loan companies operate 
in somewhat the same way as trust companies but have 
been much less important in Canada. 

Finance or acceptance companies are more specialized 
financial intermediaries. Some of these are affiliated, for 
example, with automobile companies, and exist solely to 
lend money for the purchase of their own products. They 
are usually somewhat more ready to lend to individual 
customers than a bank would be, accepting the car as col- 
lateral even if the customer's overall financial position is 
shaky, but they also commonly charge interest rates which 
are higher than those of the banks. Equipment companies 
and department stores operate similar arrangements. 

Another kind of finance company lends mainly to indi- 
viduals who would not be able to qualify for bank loans 
because of inadequate collateral. Such loans are usually 
for personal emergencies or consolidating past debts. The 
rate of interest charged is likely to be fairly high, to .com- 
pensate the company for the risk which it is taking. 

The rates of many finance companies are, however, regu- 
lated by the Small Loans Act: it sets maximum charges of 
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15 to 24 per cent per annum on personal cash loans of 
$1500 or less. Companies wishing to make small loans at 
these rates must be licensed each year under the Act, which 
then specifies maximum rates depending on the size of the 
loan. Lenders not licensed under this Act may not charge 
more than | per cent per month (or 12 per cent per annum). 
Loans in excess of $1500 are not regulated, nor are charges 
for the instalment financing of sales. Further regulations 
have to be made and administered by the provinces; the 
arrangements differ a great deal from one province to 
another. 

Insurance companies are a very special kind of financial 
intermediary. They draw in savings under a variety of long- 
term contracts with their customers. The investment of 
these funds is carefully controlled by law; most of them are 
in bonds or mortgage loans. The government permits a 
small proportion to be invested in stocks. Personal loans 
(known as “policy loans”) are also made to customers who 
have built up cash surrender values in their policies. 

Partly as a result of general economic expansion in 
Canada during the 1950's, and partly because the banks 
were restricted in their ability to attract savings by the legal 
ceiling on lending rates which effectively limited the rates 
they could pay on deposits, a whole range of new financial 
institutions sprang up in Canada in the late 1950’s and 
early 1960's. The functions of these institutions were not 
different from those already described, but many of the 
new companies offered special features of one kind or 
another, particularly rather high interest rates. One com- 
pany, for example, offered 8 per cent on all funds deposited 
within the first month of its opening, 7 per cent for money 
deposited in the second month, and 6 per cent in the third. 
(At that time the interest rate on bank savings accounts was 
about 3 per cent.) The Canadian public had been accus- 
tomed for so long to a situation in which most financial 
business was done by banks and all banks were completely 
safe, that the high rates of interest were accepted with very 
few questions as to the soundness of the new companies. 
This kind of unthinking trust led in 1965 to the spectacular 
failure of the Atlantic Acceptance Company, dragging 
down with it a number of very respectable firms that had 
unwisely developed financial connections with it. 

Partly because of developments like these, the ten-year 
review of the Bank Act (which was due to be renewed in 
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The Small Loans Act specifies the following maxi- 
mum rates: 


2 per cent per month on unpaid balance not 
exceeding $300 


1 per cent per month on the position of unpaid 
balance exceeding $300, up to $1000 


¥% of 1 per cent on any remaining balance, up to 
$1500 


CANADA’S LEADING FINANCIAL INSTITUTIONS 
Rank by 


assets Assets Net Income 
1970 1969. $000 Company $'000 
1 1 10,196,159 Royal Bank of Canada .......... 40,530 
2 2 9,199,980 Canadian Imperial Bank of Comm. 38,252 
3 3 8,152,864 Bank of Montreal ..........--.. 34,263 
4 4 5,944,173 Bank of Nova Scofia ........... 17,726 
§ 33 5,232,343 Toronto-Dominion Bank .....--.. 17,269 
6 6 3,516,154 Sun-Life Assurance Co. of Canada . + 
7 7 1,912,507 Manufacturers Life Insurance Co. .. 
8 9 1,671,625 Banque Canadienne Nationale .... 5,732 
9 8 1,546,439 London Life Insurance Co. ...--.--- f 
10 10 1,454,253 Great-West Life Assurance Co. .... + 
WW 14 1,374,454 Royal) Trust) Co. faxes cei s accteens 6,878 
12 12 1,252,328 Canada Permanent Mortgage Corp. . 5,300 
13 1 1,237,884 Canada Life Assurance Co. ....... + 
1h 26. 1,198,659 Huron-& Erie Mortgage Corp. ...... 3,808 
15 13 1,173,872 Mutual Life Assurance Co, of Canada te 
16 15 1,152,286 Industrial Acceptance Corp. ....-- 15,484 
7 2IZ 881,104 Banque Provinciale du Canada .... 3,253 
18 18 764,652 Confederation life Association .... + 
19 20 694,987 Gen. Motors Accep. Corp. of Can. . 2,075 
20.2) 19 693,413 Crown Life Insurance Co. .....+.+- t 
21 21 667,653 North American Life Assurance ... t 
22023 619,994 Guaranty Trust Co. of Canada .... 3,068 
23° 22 569,355 Traders Group Ltd. .........-..-- 6,561 
24 «24 538,687 Montreal City & District Savings Bank 2,191 
25 ) 486,181 National Trust Co. ...seeenseees 2,415 


{insurance companies de not report profit figures es such, 
@Not on last year's fist. 


Note—Figures for banks are for year ended Oct. 31, 1969; all others Dec. 31, 1969. 


There are no credit un- 
ions or caisses populaires 
included in the list because 
individually none is large 
enough. But their collective 
impact is considerable, 
These groups in Canada 
have combined assets of 
$4,100 million. 


Mutual funds are ex- 
cluded because their assets 
are in a similar category to 
the estates, trusts and agen- 
cy accounts administered 
by trust companies and 
kept separate from the 
managing trust company’s 
own assets. 


—from The Financial Post, July 11, 1970 


Before reviewing the Bank Act the government 
appointed the Porter Commission on Banking and 
Finance, which made a definitive study of the 
Canadian financial system. 


The attempt to stimulate private investment without 
good profit prospects simply by making credit 
available at low rates of interest is sometimes 
described as “pushing on a string.” 


1964) was prolonged, and the new Act did not come into 
force until 1967. It removed some of the restrictions from 
the chartered banks, especially the interest rate ceiling, 
but it also permitted much freer competition between 
banks and other financial institutions. By the time the new 
system had been in operation for several years, it was 
generally considered that there had been an improvement 
in the range of financial services available. Customers now 
have more choice of suppliers; rates of interest and other 
credit terms and conditions are more flexible; financial 
institutions have adopted longer business hours and are 
making other efforts to satisfy their customers. 


The Bank of Canada 


At the time of the depression, in addition to some of the 
more obvious problems like unemployment, the major 
countries of the world had “gone off the gold standard”; 
that is, their currencies were no longer fixed in value in 
relation to gold and to each other. 

It had been recognized for a long time that a relative 
decline in the supply of money and credit tended to depress 
business activity while economies could expand more easily 
when money and credit were increasing. However, the 
availability of credit was not enough in itself to persuade 
businessmen to expand investment, production, and employ- 
ment. As long as the gold standard was generally accepted, 
what was supposed to happen was that when business in 
one country expanded too fast, incomes, demand, and 
prices there would rise and imports of cheaper foreign 
goods would flow in. As prices increased, however, exports 
would become too expensive to be sold readily in foreign 
markets. Thus the country would have more imports than 
exports and would have to use some of its gold to pay for 
imports, to cover the trade deficit. As the reserves of gold 
went down, the total amount of currency (backed by gold) 
would go down, production would stop expanding, prices 
would stop rising, and imports would stop increasing. It 
would then become possible to pay for imports with export 
receipts and the economy would be back in balance, or 
equilibrium, with other countries. In fact, the system never 
worked very well. It was finally abandoned in the 1930's. 

Once the gold standard was abandoned there was no 
automatic way in which a country could be expected to 
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GOLD 


Probably the best-known substance to be used as money is 
gold, which happens to combine most of the qualities of a 
convenient monetary standard. It has been used in many 
parts of the world for a long time. It has always been suffi- 
ciently rare to maintain a scarcity value. At the same time, 
production has continued to be possible, so that supplies have 
never been exhausted. Thus, in the past, many countries, 
including Canada, found it practical to base money on gold. 


Unlike fiat money, the value of which depends on confidence’ 
in the government which issued it, gold can always be used 
as a medium of exchange in international trade between 
countries. For about a hundred years, from the nineteenth to 
the early twentieth century, gold was automatically accepted 
as the international monetary standard by all the major trading 
countries. Some people still cling to the old idea that gold is 
the only real money. But gold is actually a commodity like 
any other. This poses some problems. In earlier times, sudden 
discovery of new gold (a gold rush) would increase the supply 
of money and raise prices, while a gold famine could lead to 
a general shortage of money. Today, gold supplies are limited 
and have not been able to expand nearly as rapidly as inter- 
national trade. Moreover, gold has many uses other than 
monetary ones: it is increasingly needed in the electronics 
industry as well as for dentistry, watches, and artistic purposes. 


It is estimated that within a few years the industrial demand 
for gold will absorb all the available new production (most of 
which occurs in South Africa, the USSR, and Canada). This 
means that gold cannot continue indefinitely to be used for 
the settlement of international transactions. Most countries 
still keep reserves of gold which they can use for payments 
when exports are not large enough to pay for imports and 
there is a trade deficit. But there is not enough gold to take 
care of all these needs. Countries have to keep additional 
reserves in foreign currencies, usually U.S. dollars or pounds 
sterling, which are called “reserve currencies.’ They are 
accepted for payments to most countries because exporters 
are confident that they can exchange the dollars or pounds for 
their own currency or whatever other currency they want. 
(Certain governments, however, still insist on payments in gold.) 


Since there is no world government to issue fiat money 
acceptable in every country, it has been difficult to find a new 
monetary standard to use when the supply of monetary gold 
becomes inadequate. However, the International Monetary 
Fund, a specialized agency affiliated with the United Nations, 
has recently created “Special Drawing Rights’ (SDR’s) which 
can be used to increase the amount of international reserve, 
money in much the same way that bank deposits are used 
along with currency within any particular country. 





THE FLORIN 
(fiorino d’oro of Florence) 


ALEXANDER 
THE GREAT’S STATER 


4th Century B.C. 





EARLY GOLD COINS 
13th Century A.D. 


It is, of course, essential that a commodity used as a monetary 
standard have a fixed value. For many years, the price of gold 
has been fixed by the United States at U.S. $35 per fine 
ounce. To defend this price, the United States has been 
ready and willing to exchange gold for dollars at U.S. $35 
per ounce. However, the costs of mining gold have risen, 
just like the costs of producing other commodities, while the 
growing inadequacy of the supply of monetary gold in relation 
to world needs has increased the demand for it and created 
an upward pressure on prices. Because of this, some people 
believe that the official price of monetary gold should be 
raised. Speculators have bought gold, or shares of stock in 
gold mines, hoping for price increases which will enable them 
to sell at a profit. However, an increase in the price of the 
monetary standard would have very uneven effects on different 
countries, groups, and individuals. There would be ‘‘windfall”’ 
profits for producers and holders of gold, along with severe 
hardships for those who have no gold. Moreover, speculation 
might well recur, no matter what price was fixed for gold. 


Since 1968, the stock of monetary gold has been more or less 
fixed by agreement among a group of the major holders. 
Monetary gold at U.S.$35 per ounce is bought and sold only 
by governments and the International Monetary Fund. Indus- 
trial gold, on the other hand, is traded freely and the price 
fluctuates according to supply and demand. Gold provides a 
very good example of the problems which may arise when a 
commodity with limited supply and alternative uses is chosen 
as a monetary standard. 


As the need for money grew, and gold itself became awkward 
or dangerous to carry in quantity, countries issued fiat money 
in the form of paper currency. The paper was often “backed” 
by gold: that is, the government maintained reserves of gold 
which had a fixed ratio to the amount of paper currency issued. 
For many years in Canada the notes and deposits of the 
central bank had to be backed by gold to the extent of 25 per 
cent. But although Canadian dollar bills say “will pay to the 
bearer on demand,” in fact, the central bank does not exchange 
paper money for gold, either in Canada or in most other 
countries. The government conserves its stock of gold for 
use in international monetary transactions. 
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Other central banks founded in the 1930's included 
those of India and New Zealand. 


Money supply currency and bank deposits held by the 
public 


achieve a rate of credit growth which would keep its prices 
in line with those of its neighbours, or which would enable 
business to grow in such a way that there would be neither 
unemployment (reflecting inadequate growth) nor inflation 
(reflecting excessive growth). 

It was at this stage that the Bank of Canada and a 
number of central banks in other countries were established 
to “manage money.” The Bank of Canada is a bankers’ 
bank which does not do business with the public. Accord- 
ing to the Bank of Canada Act of 1935, its function is to 
“regulate credit and currency in the best interest of the 
economic life of the nation.” The Bank was established by 
the federal government with the intention that it would 
carry out the government's general ideas on monetary 
policy. It is not a government department and it operates 
independently in making day-to-day decisions about how 
the general policy should be implemented. 

The Bank keeps a close watch, through the most up-to- 
date statistics, on trends and developments in the real 
economy, noting such things as levels of capital investment 
and employment, trends in industrial and agricultural pro- 
duction, rates of inventory accumulation, plans for indus- 
trial and residential construction, movements in prices and 
international trade, and, above all, changes in the Gross 
National Product. It continuously forecasts developments 
in the near future and over longer periods. It also watches 
the financial situation: trends in the bond, stock, and 
money markets, rates of interest, and the level of bank 
loans outstanding. 

On the basis of the Bank’s conclusions about what is 
happening and what is likely to happen, it makes decisions 
about the appropriate size of the money supply. If the 
economy is showing a healthy expansion, but there is still 
room to grow because there is unused industrial capacity, 
some unemployment, and little evidence of “overheating” 
or undue price rises, the Bank will try to encourage growth 
by gradually increasing the availability of credit. It will 
also use its influence to maintain a fairly even level of 
interest rates so that businessmen will be able to borrow 
the money they need and repay it under stable conditions. 

The Bank may have reason to believe that the economy 
has already expanded to the point of full capacity. This 
means that all industries are producing at full speed (or 
will soon reach this point), that there is little unemployment 
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and strains are developing in the labour market because 
of shortages of particular skills, that incomes of some 
groups are jumping up sharply, that prices are rising 
because demand exceeds the supply of goods and services, 
that costs are rising in turn and pushing prices up further, 
and that imports are increasing faster than exports. In 
these circumstances, the Bank will decide that inflationary 
pressures are building up in the economy and will tighten 
credit by limiting the growth of reserves in the banking 
system. Chartered banks in turn will have to stop increas- 
ing the volume of loans outstanding; in other words, they 
will have to restrict new loans to amounts equal to expected 
loan repayments. At the same time the Bank will try to 
push up interest rates, to discourage businessmen and 
consumers from borrowing. 


TOOLS OF MONETARY POLICY When the Bank of Canada 
was established, each of the chartered banks had to turn 
over a certain amount of money to it; thus each chartered 
bank has a reserve deposit at the Bank of Canada. Twice 
a month each chartered bank has to show that its total 
cash reserves (currency plus deposits at the Bank of 
Canada) are equal to the required percentage of its 
deposits (12 per cent of demand deposits, plus 4 per cent 
of savings). If the cash reserves on hand fall below the 
required percentage, the chartered bank must sell some of 
its earning assets, usually some of its short-term investments. 
If the cash reserves are more than is necessary to meet the 
legal requirement, it means that the bank is holding “idle” 
cash on which it is not earning interest. The bank will try 
to increase its earning assets and reduce its cash reserves. 

To increase its earning assets the bank might grant a new 
loan of, say, $25,000 to a creditworthy customer. The bank 
grants the loan by establishing a demand deposit of $25,000 
in favour of the customer. Thus both the loans and the 
demand deposits of the bank go up by $25,000. To satisfy 
its legal reserve requirements, the bank must be sure that 
it has $3000 (12 per cent of 25,000) available, either in 
currency or in its deposit at the Bank of Canada. When 
the loan is repaid, the customer's deposit is extinguished; 
both the bank’s loans and the amount it has on deposit 
are reduced. The reserves formerly required to support 
the deposit are now available for creating new loans and 
deposits. Monetary expansion takes place through loans, 
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“1 hold the view that inflation is unacceptable... . 
The over-riding consideration is of course that 
failure to control inflation could eventually lead to a 
serious recession and disruption of the economy. 
... A second reason is that we simply cannot 
ignore the inequities of inflation, its serious impact 
on the poor, the retired, and other elements in the 
community who because of their weak bargaining 
position are unable to keep up in the race with 
rising prices. Even those who manage to maintain 
their position fairly well on a current basis suffer 
greatly when the time comes to retire on fixed 
pensions. The life expectancy of a man retiring at 
sixty-five is just long enough for him to see the 
real value of his pension cut in half by an average 
price rise of 5 per cent a year... . Third, inflation 
militates against economic growth. It introduces 
an additional element of uncertainty about the 
future which diverts people’s energies and skills 
away from constructive activities towards trying to 
out-guess the course of the inflation. . . . Fourth, 
inflation is extremely damaging to capital markets. 
The less contidence there is in the maintenance of 
the value of money, the more reluctant investors 
are to commit their funds for long periods of time. 
Economic growth cannot fail to be retarded if it 
becomes extremely difficult to borrow long-term 
funds for projects that take many years to yield 
their full return... . Finally, inflation can undermine 
our international competitive position. .. .” 


—Louis Rasminsky, Governor of the Bank of Canada, 
Bank of Canada Annual Report, 1969 


Rate on loans, 
mortgages cut 


Canada’s eight other chart- 
ered banks will on July ‘| join 
the Bank of Montreal in re- 
ducing their prime lending 
rates a half percentage point 
to 8 per cent. All but one also 
will cut the interest paid on 
non-chequable savings ac- 
counts to 6 per cent from 6.5. 

Finance Minister E. J. Ben- 
son, who privately met offi- 
cials of the Canadian Bankers 
Association in Vancouver 
June 12, said yesterday he is 
happy to see the rate reduc- 
tions. 

Bank of Canada Governor 
Louis Rasminsky had a pri- 
vate meeting in Ottawa last 
week with the presidents and 
other senior officers of the 
banks, and urged them to re- 
duce mortgage lending rates 
and make more mortgage 
loans. 

He apparently also indi- 
cated the central bank’s inten- 
tion gradually to expand the 
money supply, and suggested 
quite pointedly the banks 
should use the additional 
funds not to build up their li- 
quidity positions but rather to 
make more mortgage loans, 


The request probably stems 
from an increasing concern 
that the slowdown in house- 
building activity is snowball- 
ing and, if allowed to con- 
tinue, could cripple several 
sectors of the economy much 
more severely than officially 
desired to fight inflation. At 
the same time if new house 
construction falls much more 
than it already has, the scarc- 
ity of accommodation could 
spark further increases in the 
price of homes. This would 
compound the inflation prob- 
lem and undo much of the au- 
thorities’ efforts so far to 
combat rapidly rising prices. 


—from The Globe and Mail, June 23, 1970 


but reserve requirements apply to deposits: they are the 
liabilities the bank must be able to meet in cash on demand. 

It is the Bank of Canada which decides how big total 
chartered bank deposits at the central bank should be. If it 
wants to reduce these deposits it offers securities for sale 
on the open market. These securities may be bought by the 
public, by one or more of the chartered banks, or by the 
government. Regardless of who the purchaser is, the secur- 
ity will be paid for by a cheque drawn on a chartered bank, 
which ultimately comes out of the chartered bank’s deposits 
at the Bank of Canada and passes to the Bank. Thus the 
chartered bank’s cash reserves are reduced, and the bank 
on which the cheque is drawn will have to reduce its loans 
and deposits so that its cash reserves will be a large enough 
percentage of deposits to satisfy the legal requirement. 

On the other hand, if the Bank of Canada wants to 
increase the level of chartered bank cash reserves, it will 
offer to buy securities which it will pay for by cheque. 
Regardless of who the seller is, the funds will be deposited 
in a chartered bank. With cash reserves now greater than 
required by the size of its deposit liabilities, the chartered 
bank will respond by increasing loans (and deposits), until 
the amount of cash reserves is exactly equal to the required 
percentage of deposits. 

The power to increase or decrease the money supply— 
the total amount of currency and bank deposits outstanding 
—is the most important means by which a central bank 
carries out monetary policy. When it wants to increase the 
money supply it buys securities in the money market or in 
the bond market, and pays with a cheque drawn on itself 
which is added to chartered bank cash reserves; when it 
wants to decrease the money supply it sells securities in 
the market and receives payment out of chartered bank 
cash reserves. 


It is important to remember that only transactions in which 
the Bank of Canada takes part can affect the volume of 
chartered bank cash reserves, and that all transactions in 
which the Bank of Canada takes part have an effect on the 
volume of these reserves. It is up to a chartered bank, when 
it sees that it has more cash reserves than required, to decide 
whether to expand its loans and deposits or to keep the 
cash “idle.” In practice, banks nowadays try to keep their 
cash employed as fully as possible. 
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In addition to the use of open-market operations to 
regulate the volume of chartered bank cash reserves, the 
central bank has other tools of monetary policy which can 
be used. It has the power to compel the chartered banks 
to hold a certain portion of their deposit liabilities in 
“secondary” reserves of short-term government treasury 
bills, in addition to the minimum cash reserves, thus limit- 
ing further the expansion of loans. 

The Bank of Canada can also influence interest rates, 
particularly through the level of the Bank Rate, which is 
set by the Bank and changed whenever the Bank wishes, 
The Bank Rate is the rate charged by the Bank of Canada 
on the loans which it sometimes makes to a chartered bank 
unable to adjust its cash position quickly enough to show 
the cash reserve ratio required by a particular date. These 
loans to chartered banks are really rather small and infre- 
quent transactions. However, changes in the Bank Rate 
are important: they are used by the central bank as a signal 
of its monetary policy—a sign that it believes interest rates 
in general should be moving up or down and that it will 
be taking other actions which will encourage rates to move 
in the desired direction. Such actions can include the 
Bank’s own open-market purchases or sales of bonds, which 
can affect the general level of interest rates directly or 
indirectly by increasing or decreasing cash and credit. 

Finally, the Bank can influence the chartered banks 
through moral suasion (persuasion). This simply means 
that the Governor of the Bank of Canada holds a meeting 
with the heads of the chartered banks to discuss the eco- 
nomic outlook and the monetary measures which might or 
might not be appropriate. Such discussions are usually 
quite effective. 


HOW EFFECTIVE IS MONETARY POLICY? There was a good 
deal of discussion about monetary management in the 1930's 
(at the time that the Bank of Canada was established). But 
for various reasons it was not until the 1950’s that serious 
efforts could be made to use monetary policy to regulate 
the business cycle. This was partly because the war limited 
the government’s freedom of action: credit had to be 
restricted because goods were not available, but interest 
rates had to be low to prevent profiteering. Later there was 
widespread expectation that, once the emergency was over, 
unemployment would rise again and the depression would 
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Treasury Bill a short-term government security (90 or 180 
days, occasionally a year). These bills are available in amounts 
as low as $1,000, but are usually purchased in much larger 
amounts by banks and by businesses with short-term capital 
available. 


The federal government and the Bank of Canada 
putting the squeeze on credit, while the goddess of 
plenty looks on— 










TIGHT MONEY’ ‘Policy 
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“What do you mean ‘what is it ?’—it’s a cure for 
inflation, of course |” 


—cartoon from the Sherbrooke Daily Record (1957) ; reprinted 
from Canada in Cartoon (Brunswick Press) © copyright 
Canada 1967 


resume. Thus the planning undertaken for the postwar 
period was based on the idea that credit should be readily 
available and interest rates should be kept low. 

As it turned out, after 1950 Canada embarked on a 
lengthy phase of rapid expansion which continued with 
relatively minor interruptions well into the 1960's. Attempts 
were made to use monetary policy to restrain business ex- 
pansion when inflationary pressures began to build up in 
1955-1957 and again in 1959, and to ease monetary condi- 
tions to help overcome temporary recessions in 1954 and 
1958. This experience was not entirely successful, partly 
because of the time lags involved. First, because of the time 
required to prepare statistics, the authorities were neces- 
sarily slow to recognize that business conditions were 
changing. Secondly, it takes time to shift monetary policy 
far enough to affect the trend of economic activity. Other 
complications came from various special factors such as 
political conflicts over the policies to be followed. 

The problems encountered in using monetary policy were 
not confined to Canada, but showed up in slightly different 
forms in a number of other countries as well. There are 
some economists who suggest that monetary policy should 
be abandoned on the ground that it would be safer simply 
to allow the money supply to expand gradually year by year 
than to try and guess when it should expand or contract and 
by how much. Most authorities believe, however, that it will 
continue to be important to follow economic developments 
very closely and try to use monetary policy to help offset 
fluctuations in business activity as far as possible. 
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PRICES AND EXCHANGE 


The inflation of the late 1960’s has focused attention on 
prices and encouraged the suggestion that price levels 
should be controlled by the government. The only example 
in Canadian history of effective price controls occurred 
during the second world war. Quite early in the war, short- 
ages of certain essential products began to develop and the 
government set up controls to deal with each case—the steel 
control, the oil control, the timber control. Gradually the 
existence of these controls distorted the market for related 
products and the government was forced to go farther. In 
1941 the Prime Minister announced a five-point program: 
an over-all price ceiling, wage controls, profit controls, man- 
power controls, and rationing and allocation of resources. 

Thus the need to conserve supplies of essential products 
and prevent their prices from rising too high led gradually 
but inevitably to a complete system of price control and 
to widespread government intervention in production and 
distribution as well. The fact that the government could do 
all this and do it well—the Canadian government assembled 
a highly talented staff to tackle the job and Canada’s war- 
time controls were regarded as among the most successful 
in the world—depended on three things. First, the prob- 
lem was regarded as a temporary one. Secondly, wartime 
patriotism made Canadians willing to co-operate in the 
process. Last, and perhaps most important, emergency 
legislation (the War Measures Act) gave the government 
extraordinary powers for the duration of the war. 

After the war, the emergency powers were withdrawn. 
Thus, in ordinary circumstances, it would not be possible 
for the government to set up a program to control prices. 
Even if it were constitutionally possible, however, there is 
no way in which the government could limit prices of some 
goods and leave business enterprise free to organize the rest 
of the economy. Distortions would inevitably spring up, and 
government controls would have to be extended as they 
were during the war. Canada would again have something 
approaching a command economy. 

For this reason the suggestion that the government could 
stop inflation by controlling prices is unrealistic, unless 
Canadians really want to change the nature of their economy 


189 


2 


These controls were operated through the Wartime 
Prices and Trade Board. The Board soon found 
that in order to maintain a price ceiling it was 
necessary to organize and to maintain supplies of 
essential goods. Certain products were rationed, 
first at the manufacturer's level and later at the 
consumer's level, starting with sugar in January, 
1942. The Board embarked on a program of bulk 
purchasing for commodities not available in 
Canada, such as sugar, spices, tea, coffee, cocoa, 
bristles, wool, and cotton. It also extended its 
activities to study manufacturing costs and per- 
suade businessmen to cut the costs of production 
and distribution so that prices could be kept below 
the ceiling. Sometimes it was impossible to keep 
costs low enough, and the Board had to pay sub- 
sidies, particularly for imported goods, but also for 
certain domestic products such as milk, butter, 
and shoes. 





The demand diagram shows that when price is high, 
demand is low. If a lower price value is chosen, 
the corresponding level of demand is higher. It is 
not difficult to think of examples: a store can 
usually increase sales of an article by offering it 
at a reduced price, as when household linens go 
on sale in January. When the price of beefsteak 
takes a sudden jump upwards, however, sales 
fall off. 


DEMAND 


P=price 
O=quantity 


The supply diagram shows the opposite relation- 
ship: at a high price the supply is high, but a lower 
price means a smaller supply. Suppose you have a 
basement full of old furniture: if the price of 
antiques is high you may clean up the furniture 
and offer it for sale, but if prices are not attractive 
it is not worth your while to sell what you have. 
Thus supply has a direct relationship to price; the 
relationship of demand to price is /nverse. 


sureey / 
P=price 


O=quantity 


in a rather fundamental way. Preventing inflation is a subtle 
problem which must be tackled through better understand- 
ing of the economy and use of the policy tools available to 
the government, especially monetary and fiscal policies. 
Incomes policy may also be useful in this connection, but 
only if it is supported by an informed public opinion. Pre- 
venting inflation seems to be an even more difficult task 
than curing and preventing depression; so far, no country 
in the world, except a dictatorship, has permanently suc- 
ceeded in accomplishing it. 


The classical theory of prices 


SUPPLY AND DEMAND The exchange of goods and services 
and the determination of their prices are essential parts 
of the economic process. In a primitive economy, exchange 
can be accomplished through barter: the trading of one 
object directly for another without the use of money. Barter 
is still used occasionally today—mostly for trade between 
countries which for some reason do not accept each other's 
currencies. But for the most part, nowadays, prices are 
expressed in money, and almost everything in the economy 
has a money value. 

According to the classical economists, the price of a pro- 
duct was determined by the supply of that product and 
the demand for it. This theory depended on a number of 
assumptions. For instance, it was assumed that there was 
always “perfect competition.” The buyer was aware of all 
the products available and could choose whichever he 
wished, depending on which product had the lowest price. 
The producer was completely free to choose what he would 
produce and would choose on the basis of the price for 
which he could sell. He would move from one kind of pro- 
duction to another whenever it was profitable to do so. 
Supply and demand would balance each other and an 
equilibrium price would be established. 


THE PRICE MECHANISM ‘The notion of the equilibrium price 
was basic to the whole structure of classical economic 
theory. Shifts in supply or demand, which in the short run 
had the effect of upsetting the equilibrium of the market, 
would in the longer run set in motion forces which would 
tend to restore the equilibrium. For example, a sudden 
increase in the demand for fish without a corresponding 


190 The modern money economy 





increase in supply would cause the price of fish to rise. But 
this would mean that the incomes of fishermen would be 
higher than, for example, the incomes of weavers. Some of 
the weavers would decide to catch fish instead. The supply 
of fish would then increase to meet the demand, the price 
would come down again, and a new equilibrium would be 
reached. Prices of certain groups of products would be 
influenced by those of related products. When competing 
products, such as fish and chicken, could be substituted for 
each other, a rise in the price of fish would cause consumers 
to switch to chicken; the demand for chicken would rise 
and so would its price. For complementary products the 
relationship would be reversed: a rise in the price of fish 
would cause a decline in the demand for fish—this would 
automatically reduce the demand for fishing nets and their 
price would go down. 

The classical economists believed that the whole structure 
of the economy as well as the individual behaviour of 
consumers and producers was largely determined by the 
price mechanism. Prices decided what consumers would be 
willing to buy. This in turn decided what incomes pro- 
ducers of different goods and services would receive. The 
incomes available to producers decided which field of 
activity new workers would enter, and so decided what 
goods and services would be produced in the economy 
and what would not. Any change in supply or demand 
would quickly be reflected in prices, which in time would 
bring about a new equilibrium. There might be frequent 
small disturbances, but the natural tendency of the econ- 
omy was to seek equilibrium at all times. The economists 
assumed that necessary adjustments would be brought about 
mainly through prices. 

Various complications could be added to elaborate the 
theory of prices. For instance, although in the original 
example the supply of a given product could be increased 
very quickly to meet a rise in demand, there would be 
products whose supply could be increased onlv after a 
considerable length of time. A sudden increase in the 
demand for beef would raise the price of beef in the 
short run and encourage farmers to increase beef pro- 
duction. However, the time lag before the new livestock 
was ready to be sold might be two to four years or even 
longer. In the meantime, some consumers might switch to 
alternative products. When the new beef was ready, there 
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According to the classical economists, supply and 
demand charts could be drawn for every product. 
As shown here, there is a point at which supply 
and demand balance each other—the supply and 
demand lines intersect. This point indicates the 
equilibrium price at which the market will be 
“cleared.” The point at which this occurs also 
indicates the quantity of the product which will 
change hands at the equilibrium price. 


P 
SUPPLY 
DEMAND 
P=price 
O=quantity 


International markets do not absorb all the wheat 
Canada can produce, so that grain farmers are 
being encouraged to raise livestock (requiring new 
buildings and equipment) or grow less profitable 
feed grains in order to reduce the wheat surplus. 
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Antique Marketplace 


EVERY Sat., Sun., 1 p.m.-10 p.m., 
Visit our Flea Market, anything legal 
bought, sold, traded at Collectors’ Cor- 
ner Historical Society. 





would be a sudden increase in supply and prices would be 
driven down. Farmers would become discouraged and 
switch into other forms of production. In the course of 
time, beef supplies would diminish, prices would rise again, 
and the whole cycle would be repeated. Unless some 
farmers deliberately ignored price trends and expanded 
production when prices were low it would be unlikely that 
any lasting equilibrium could be established. 

This particular problem still exists to some extent in 
relation to many agricultural products. For example, the 
apple harvest may be unusually small in a particular year 
because of a late or rainy spring. Apple prices rise, and 
consumers are inclined to seek alternatives such as grapes 
or bananas. Apple growers will try to bring in new pro- 
duction to take advantage of the high prices, but by the 
time the new trees are ready everyone has apples to sell 
and the price falls again. 


DOES THE THEORY WORK? It is easy to see some of the ways 
in which classical price theory does not provide an adequate 
explanation for many features of the modern economy. 
Consumer demand is not always based on perfect know- 
ledge of what is available or on rational free choice based 
on price. Supplies of most products cannot be increased 
very quickly. Producers cannot easily shift from making 
one product to another: apart from the time required for 
training and retooling, it takes several years to plan, manu- 
facture, and distribute a new product. It is obvious, too, 
that the choice of activity or occupation is not determined 
solely by price but is influenced strongly by talent, training, 
preference, and opportunity. 

The purpose of economic theory, however, is to over- 
simplify, so that the basic elements of a complicated process 
can be singled out and understood. Although equilibrium 
price theory is no longer regarded as an adequate des- 
cription of how the economy works, the elements of that 
theory do still function. In a few cases, prices clearly are 
established by supply and demand: two common examples 
are auction sales and open-air markets for fruit and vege- 
tables. Generally speaking, supply and demand can be said 
to determine the range of prices; consumer and producer 
choice are broadly influenced by price, even if the process 
is usually much less neat and precise than earlier econo- 
mists assumed. 
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Prices in the modern economy 


The price of any given product reflects the costs of making 
it. Costs in turn are determined by the prices of the various 
goods and services required in the production process. 
There are the initial research costs, as the producer investi- 
gates the market and decides what to produce and how to 
do it. There are capital costs for acquiring land and build- 
ings and equipping a factory; these costs are amortized in 
equal payments over a period of years. There are fixed or 
overhead costs—the factory must be lighted and heated, 
whether it is operating at full capacity or at half that rate. 
Finally, there are variable costs which depend on the level 
of output; these include the materials used and wages for 
the number of people employed. 

Although prices are closely related to costs, it is not true 
to say that costs completely determine prices. In the 
modern economy, prices for most products tend to be 
determined in advance. The first step in planning a new 
product is to decide what kind of product consumers might 
be interested in buying and what they might be prepared 
to pay for it—on the basis of the existing prices of products 
already available. The producer then tries to fit his costs 
to his planned selling price. If he knows that consumers 
are likely to buy his “leather-look” armchairs at a hundred 
dollars each, but not at five hundred dollars, he will plan 
to upholster them in plastic rather than in real leather. If 
he wants to open a restaurant in an expensive neighbour- 
hood, he will plan to charge high prices and budget for 
prime grades of meat and produce; for a snack bar he 
would probably buy cheaper foods. 

Such decisions are immensely complex and must be 
weighed separately for every stage of the production pro- 
cess, including its final packaging as well as its actual 
components. In what circumstances will an expensive pack- 
age add to the “sales appeal” of a product? In what circum- 
stances will it simply raise the overall price to a point 
where the consumer may refuse to buy, or may buy a rival 
product instead? Such considerations also extend to service. 
A shop offering expensive clothes has an expert sales staff; 
a budget clothes department may be run on a self-service 
basis. 

Once a price range is chosen and a cost structure is 
worked out, production is begun, the market is prepared 
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Advertising and the consumer— 


Advertising has long been engaged 
in the manufacture of illusions, of 
course, in creating images of gran- 
deur and virility and power and status 
as well as in inspiring fear both social 
(bad breath) or physical (fire). It is 
not that new dimensions have been 
added to their techniques; it is merely 
that the smoke screen (intentionally 
or not) to prevent the customer from 
seeing what he is not getting has be- 
come denser. And primarily what he 
is not getting is service. The gas is 
good, but the rest room is filthy; the 
car is powerful and often well-built 
but what happens at the 6,000-mile 
checkup? There is a two-weeks’ wait 
for a half-done job. The refrigerator 
is spacious, but the repairman is spe- 
cious or is out playing golf. 

I suggested earlier that the fault 
lies not with the manufacturer but 
with the consumer, and that he must 
be saved from himself. Let me explain. 

In our consumer society possession 
is more important than performance; 
“things” are more important to us 
than service. The more things we can 
acquire, the happier we apparently 
are. This has something to do with 
status, of course, in this land of 
Joneses; it has a good deal to do with 
what peoples not so fortunate as we 
disparage as our materialism. 

We would rather have more things 
even if having them means less com- 
fort and service. How, otherwise, can 
one explain the‘discount house and the 
supermarket? 


—from “The Great Service Swindle,” an article by Russell 


Lynes in Harper's Magazine, March 1968 








—photo by John King 


It is quite common to see three or four service 
stations at an intersection. 


Does this kind of competition mean that 
prices vary greatly from one station to 
another ? 


Investigate the reasons for gasoline price 
wars. 


for the introduction of the new item, and in due course the 
product is offered for sale. If some of the costs subsequently 
change, the producer must decide whether or not the 
changes should be passed on to the consumer. Sometimes 
a small increase in costs will be absorbed for the time 
being by the producer, if he thinks that a rise in price is 
likely to damage sales. He may simply postpone the price 
rise, but warn consumers that it will take place later; this 
may have the effect of boosting sales in the meantime. The 
producer may absorb an increased cost if the volume of 
sales is large enough to give a satisfactory profit, or he may 
be able to replace the more expensive component with a 
cheaper substitute. 

Reductions in costs are much less frequent than increases. 
Where they do occur, the producer may pass them on to the 
consumer in the form of lower prices. Sometimes, however, 
if the product has a good market at the established price, 
the producer may not lower his prices immediately. He 
may not be anxious to stimulate demand: perhaps it would 
be difficult to increase production. Or he may take the 
opportunity of a cut in costs to improve quality while main- 
taining prices. Of course, if competitors cut the prices of 
products very similar to his, he will probably have to cut 
prices too, in order to maintain his share of the market. 

Sometimes a producer uses increased costs as an excuse 
for raising prices when the costs are not actually affecting 
him. For example, reports of snowstorms in Florida have 
been followed immediately by increases in the price of 
frozen orange juice, even though it is clear that the producer 
is continuing to make sales from existing stocks and it will 
be some time before the smaller crops actually increase the 
price of oranges. 

Increases in sales and excise taxes mean increased costs 
for manufacturers, but it is difficult for the government to 
know in advance whether the burden of the increase will 
fall on the producer, on the consumer, or on one of the 
intervening links in the distribution process; or whether 
it will be shared by all of these. Such uncertainty as to 
what action producers will take in response to cost changes 
sometimes has implications for government tax policy. 


INFLATION In the modern economy, prices of most goods 
and services tend to rise or fall together, though not in 


fixed relation to one another. Thus, if business is good and 
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incomes are high, consumer demand is strong and prices 
in general may be pulled upward. If this happens too 
quickly, so that price increases outrun the growth of pro- 
ductivity, the result is inflation. This is known as “demand- 
pull” inflation, a familiar experience in economic history. 

More recently, however, another kind of inflation has 
developed, which is known as “cost-push.” This describes 
a situation in which some costs are rising and pushing up 
prices of particular goods and services, even when demand 
is not strong, when the economy is not operating at full 
speed, and when the general price level is not rising. The 
example usually given is that of wage costs. A union may 
negotiate an agreement which spreads wage increases over 
a period of years. While the agreement is in operation the 
economy may move into a recession in which demand 
weakens and unemployment develops. The workers covered 
by the wage agreement continue to receive annual wage 
increases, which are reflected in rising prices of the prod- 
ucts they are working on. This may mean that demand for 
those products is reduced and some workers find them- 
selves “laid off.” 

The built-in advance of wages and therefore of prices 
interferes with the working of equilibrium theory, according 
to which producers should respond to slackening demand 
by cutting prices. Although wages are most often men- 
tioned in connection with cost-push inflation, other costs 
are also becoming increasingly rigid. This is part of the 
process already described, in which production and prices 
are planned ahead. The process applies to many industrial 
materials and components in much the same way as it does 
to manufactured goods sold to the consumer. Prices of 
many commodities and raw materials fluctuate, since they 
often depend on seasonal and crop conditions. However, 
prices of manufactured products very rarely fall; they are 
likely to rise from time to time, but may remain stable for 
fairly long periods. 


PRICE LEADERSHIP A company which has exclusive control 
over the manufacture and sale of a particular product is 
known as a monopoly. Since a monopoly is not subject to 
competition it can set its price at “whatever the traffic will 
bear,” regardless of actual costs, as long as there is a 
demand for the product. Although there were many 
examples in the past, true monopolies are rather rare 
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“Life, Liberty, and the Pursuit of Happiness” 


—1946 cartoon by David Low, from Low Visibility (Collins, 
1953) ; reprinted with permission; by arrangement with the 
trustees 
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This monument commemorates the tragic results 
of four-way competition in the Red River Valley 
area of southern Manitoba, culminating in the 
death of twenty-two men in 1816. The Hudson's 
Bay Company had title to the land since it was 
part of the drainage basin of Hudson Bay. The 
North West Company traders were obliged to cross 
the territory since their main fur-trading area was 
farther west and they were not allowed to go 
through the United States to reach it. Furthermore, 
they depended on bases in the Red River territory 
and onthe supplies of pemmican made from buffalo 
meat by the semi-nomadic Métis who considered 
the area their home. When Lord Selkirk established 
a settlement of Scotch colonists in 1812 tension 
mounted. Neither the Nor’westers nor the Métis 
wanted farms and villages spreading across the 
canoe routes and the buffalo ranges. Harassment 
led by stages to bloodshed. The end result was 
the absorption of the North West Company into 
the Hudson’s Bay Company, the dispossession of 
the Métis, and the financial ruin of Lord Selkirk. 
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nowadays. A company may invent and patent a new prod- 
uct, but substitutes which are very similar, even if not 
identical, will soon be developed by competing firms. Per- 
haps the most familiar examples of monopolies in operation 
are public utilities, such as Bell Canada. Such monopolies 
are tolerated and may be encouraged by the government, 
because it would be very inefficient to allow several tele- 
phone companies to offer competing facilities to the same 
group of customers. But public utilities are carefully super- 
vised by the government with a view to ensuring good 
service at reasonable prices. 

Although monopolies are not common now, major indus- 
tries tend to be dominated by a rather small number of 
very large firms. For example, Canada has only four large 
automobile producers and perhaps half a dozen large 
appliance manufacturers. It has been the policy of the 
Canadian government, through the Combines Investigation 
Act, to try to prevent big companies from getting together 
to control production and prices. Naturally, however, the 
companies keep a close watch on each other's prices. 
Usually all of them introduce their new models at about 
the same time. Perhaps one will act as a “price leader,” 
and the others will then announce prices which are rather 
similar, though there is enough variation in product and 
price from one company to another to give the consumer 
some choice. Recently, in the United States, when prices 
were rising, increases announced by one of the big steel 
or automobile companies were criticized by the government 
as being inflationary. In such cases the other companies 
making similar products might announce somewhat smaller 
price increases; then the first company might revise its list 
to some extent. 


RETAIL PRICE MAINTENANCE Big producers often try to keep 
their structure of prices stable, despite competition, through 
retail price maintenance. This means that when the pro- 
ducer sends his line of products to the retailer to be sold 
to consumers, each product carries a label indicating the 
price at which it is to be sold. The retailer is not supposed 
to offer the product for sale below the marked price; if he 
does so the producer may refuse to supply him in future. 
The consumer will have to pay the same price no matter 
where he shops: there will be no bargains, nor can the shop 
which offers more service charge higher prices. 
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The government has tried to discourage retail price 
maintenance on the ground that it reduces competition. 
Soine people argue, however, that it helps to protect the 
consumer from being overcharged by the retailer, particu- 
larly if he cannot easily reach more than one shop. 


DISCOUNTS AND BARGAINS A different influence on prices is 
exercised by “discount houses.” These retail establishments 
sell mainly household appliances. By spending less on their 
premises and offering less by way of service and warranties 
they are able to sell products at somewhat lower prices 
than those charged by regular dealers. The consumer who 
shops at a discount house must be sure he knows the 
conditions applying to his purchase. If he knows what he 
is doing, however, he can often get good value for his 
money. 

Even retailers who are not discount houses frequently 
offer various kinds of bargains to encourage consumers to 
shop. One of the best-known techniques is the “loss leader.” 
A store will offer a well-known article at an extremely low 
price, usually for a rather short time. Sometimes two items 
are offered for the price of one. The article is often dis- 
played at the back of the shop, so that purchasers will be 
tempted to buy other products on their way through the 
store. The merchant knows that if he can attract customers 
into his store, they are likely to buy other things besides 
the item which is on sale. However, a dramatic price cut 
may simply make customers suspicious, so that they refuse 
to buy. They are accustomed to thinking of a particular 
product as selling for a particular price, and when it is 
suddenly offered at a much lower price they automatically 
assume there must be something the matter with it. 


Government and prices 


As already indicated, the government does not control 
prices, except in wartime when there are not enough goods 
and services to meet demand. However, even in normal 
times, there are some actions of the government which 
influence prices. The government is concerned that there 
be effective competition among the sellers of goods and 
services—that if one manufacturer is causing hardship to 
consumers by charging unreasonably high prices, someone 
else will offer a similar product at a lower price. Consumers 
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From Consumer's Buying Guide— 


“Free: 


This word is frequently misused. Mrs. Jones enters a contest 
sponsored by the Blank Sewing Machine Company. A few days later, 
she is informed that she has been awarded, free, a new Blank sewing 
machine, 

She thinks she has won-something valuable. To get the machine, 
she must pay $85 fer the cabinet, worth about $5. The “free” 
machine is worth no more than $50, Mrs. Jones has paid $85 for 
something worth $55, 

_ A contractor advertised a “free” automobile with the purchase 
of a new house. A BBB shopper investigated, and when he said he 
didn’t want the car, the house price was dropped by $2,100. 


Fictitious preticketing: 

In this practice , the manufacturer puts a label with an absurdly 
high price on an article. Neither he nor the retailer expects any 
sales, but the retail salesman can say, “This article is made to sell 
for $50, but our price to you is $23.50: 

Preticketing can be a legitimate practice, however. Many manu- 
facturers of foundation garments preticket their merchandise, and 
the garments are sold regularly at this price, 


Discount: 

Only by comparison shopping. can the consumer determine 
whether or not what the store offers is a true discount from the 
going price. Then the value of these extras should be considered: 

—Does the store deliver without charge or is the buyer expected 

to pay? 

—Does the item carry a warranty or 3 guarantee? 

—Does the store extend refund or exchange privileges? 

—Does the price include installation? 

—In the absence of these extras, is the item so priced still worth 

while? Learn to ask questions and compare answers. 


Referral selling plans: 


This plan, when used as an inducement to buy, is a tool 
designed to mislead. Simply, a referral plan works like this: A 
salesman offers a product, usually something with a normally high 
price tag, and tells the customer that he can get it much cheaper 
by giving the company names of prospective buyers. 

For each prospect who buys, the customer will get a commission. 
However, the customer must sign a contract for the purchase of the 
product and, usually, make a small down payment. 

The salesman neglects to mention that the contract will be 
turned over to a finance company which charges interest and carry- 
ing charges. The customer must make payments whether or not 
he makes the “commissions.” 

Remember that the same proposition is put to all prospective 
customers, so referrals can soon exceed the population of the sales 
area. Most items sold on the referral plan cost nearly double the 
amount charged in reliable retails. 


—as adapted by Co-operative Consumer, Feb. 10, 1970 (Con- 
sumer’s Buying Guide is published by Rutledge Books, New 
York.) 


From a full page advertising loss leaders— 


GENERAL ELECTRIC 82 CHANNEL © § 
PERSONAL PORTABLE TV 
> 3 4 88 


1 §/s* @ each store 


HOOVER UPRIGHT VACUUM 
CLEANER 


14/s* @ each store Req. $44.88 
NAME BRAND 4.9 CU. FT. COMPACT S 
REF RIGERATOR FREEZER 44 


Note the footnotes indicating that there is 
only one floor sample at each store. 


Mr. Basford said he finds it 
difficult to disagree with the 
council’s contention that serv- 
ice industries should be cov- 
ered by competition legisla- 
tion. The present Combines In- 
vestigation Act generally cov- 
ers only articles which are 
subject to trade and com- 
merce. 

There were some difficulties 
in bringing the service indus- 
tries under federal legis'ation, 
mainly because many of them 
are already subject to other 
forms of regulation. 

“Surely there is no reason 
why the unregnilated activities 
of these industries should not 
be subjected to this new legis- 
lation. The report of the eco- 
nomic council, the report of 
the MacPherson royal com- 
mission on transportation and 
the report. of the Porter royal 
commission on banking and fi- 
nance all see a greater poten- 
tial for the role of competition 
in certain of the activities of 
these industries.” 

The minister said an area of 
special) concern involves the 
operations of international 
cartels and multi-national cor- 
porations that are not easily 
controlled by any one country. 

He said five major chemical 
producers have divided the 
world into what they call 
hunting grounds and this un- 
doubtedly affects Canadian 
prices of a given chemical. 

“T have no doubt that the 
price of quinine and tetracy- 
cline in Canada was affected 
by the international arrange- 
ments of certain pharmaceuti- 
cal producers.” 

More international co-opera- 
tion and action in these areas 
is required, Mr. Basford said. 


—from The Globe and Mail, 
Dec. 9, 1969 


will buy the cheaper goods and the manufacturer who 
is out of line will have to bring his prices down. 

In the modern economy it is not always easy to enforce 
competition because of the power of brand names. A manu- 
facturer who can convince consumers that his product is 
unique can probably charge prices that are somewhat 
higher than they would be if there was a choice of products 
which were considered exactly the same. Nowadays, how- 
ever, there are not many such products, except for staples 
such as milk, matches, and lead pencils. Any product can 
be made to be or to look somewhat “different.” Manu- 
facturers try hard to establish a “monopoly” position in 
which their product is accepted as unique. 

The government’s main weapon for encouraging compe- 
tition is the Combines Investigation Act of 1911, mentioned 
earlier, which allows a board to look into the affairs of 
companies suspected of getting together to fix prices. Many 
investigations are carried out every year under this Act. 
Detailed reports are published, and when price fixing is 
found the government may order the companies to change 
their practices. The actual penalties imposed under the 
Act are not very severe; the board exercises influence over 
such companies mainly through publicity. When consumers 
read in the newspapers that particular firms have been 
conspiring to charge them unfairly high prices they usually 
decide to stop buying the products of these firms and to 
switch their patronage to more honest suppliers. 

Legislation other than the Combines Investigation Act 
can be used to enforce competition. For example, the banks 
used to make joint announcements, through the Canadian 
Bankers Association, of changes in the “prime loan rate,” 
the lowest rate of interest charged on business loans. At 
the time of the latest revision of the Bank Act, however, the 
banks were ordered to make separate announcements of 
interest-rate changes so that the rates would not be set by 
agreement. 

Taxation is another way in which the government influ- 
ences prices. Items to be taxed are not usually selected with 
a view to establishing particular prices, but the government 
must be aware of the price changes that will result from 
its tax decisions. For example, the government is willing to 
let prices of alcoholic beverages and tobacco rise from time 
to time as a result of new taxes, but it tries to avoid taxes 
which might have the effect of increasing the prices of milk, 
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bread, and other essentials. Public utilities may not raise 
their prices unless they can prove to the government that 
the increases are justified. 

Prices of certain products are directly influenced by the 
government through programs designed to help producers. 
For example, wheat is marketed through the Wheat Board 
to make sure that as much wheat as possible is sold and 
that all wheat farmers get the same prices. Butter has been 
subsidized by the government: farmers have been paid 
more to produce it than consumers have been charged to 
buy it. The difference has been paid by the government in 
order to encourage the dairy industry. Railway freight rates 
are set so as to encourage Canadian provinces to trade with 
each other, even when the goods must be shipped over 
great distances. 


Measurement of prices 


So far we have been considering prices in terms of dollar 
values. At any given time it is possible to measure and 
compare the prices of different goods and services by 
simply taking note of their current value in dollars. Over 
a period of time, however, prices change, both individually 
and in relation to each other. To determine what the 
changes have been over a period of years, statisticians make 
use of price indexes. A base year is chosen—in Canada, 
price indexes are based on the year 1961—and the price of 
a particular product in that year is shown as equal to 100. 
The statistician then expresses the dollar price at which the 
item was selling in any other year as a per cent of the dollar 
price at which the item was selling in the base year. The 
result is an index number. Indexes can be derived in the 
same way for other years. Then, in order to measure the 
amount of change in the price of the product between any 
two years the difference between the indexes for the two 
years is calculated. The change in the index between any 
two years may be expressed as a per cent of the index for 
the earlier year. 

The essential feature of a price index is that time com- 
parisons must always be made on identical items—say, for 
example, one 19-oz. can of standard grade tomatoes. It is 
of absolutely no use to compare price indexes for choice 
or fancy grade tomatoes or for tomatoes and potatoes, since 
the differences involved do not relate only to prices. 
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Many railway lines have had to be abandoned 
because there was not enough traffic on them to 
pay the costs of operating them. People once 
served by this station must now travel farther to 
catch a train or to ship their freight. Perhaps this 
is acceptable. Or perhaps rates should be raised 
or subsidies increased—to keep railway service 
from deteriorating. 


What do you think? 


$ price in given year 
$ price in base year 





x 100 = index number 


greater index number 
—lesser index number 
point change in index 


Sree LUA x 100 = % change 
index of earlier year 


THE CONSUMER PRICE INDEX 


year index 
1941 53.9 
1945 58.0 
1949 77.4 
1951 88.0 
1953 89.4 
1955 90.1 
1957 94.32 
1959 97.9 
1961 100.0 
1962 101.2 
1963 103.0 
1964 104.8 
1965 107.4 
1966 111.4 
1967 115.4 
1968 120.1 


SOURCE: Canada Year Book, 1969 


Looking at the whole period since 1949 it is 
interesting to see that although the index jumped 
sharply in 1951 (because of demand pressures 
associated with the Korean War) it increased only 
slightly in 1953 and did not change very much 
in the next few years. (1961 - 100). Since 1955 
it has risen to some extent in every year, but the 
increases have varied considerably in size. 


THE RISING COST OF LIVING 


AVERAGE PER CAPITA MONTHLY LIVING 
EXPENDITURE IN JAPAN—URBAN (in yen) 


fuel and 
year food housing light clothing 
1961 3182 781 398 995 
1965 4655 1214 577 1395 
1968 5829 1889 706 1807 


SOURCE: Japanese Government, Economic Plan- 
ning Agency, Economic Statistics, 1969 


Canadians pay more for housing than for food. In 
Japan, housing is relatively cheap; food is 
expensive. 


Suggest reasons for the differences in con- 
sumer expenditure in Canada and Japan. 


THE CONSUMER PRICE INDEX Although price indexes are 
interesting in themselves, they are mainly used in groups, 
the most familiar group being the “consumer price index,” 
or “cost-of-living index.” (There are also indexes of whole- 
sale prices of many kinds.) The consumer price index 
measures the combined prices of a “basket” of goods and 
services commonly used by middle-sized and middle-income 
urban families in Canada. The items are “weighted” accord- 
ing to the relative importance of the particular items among 
total expenditures. The index expresses the combined prices 
of the basket as a percentage of their prices in the base 
year. Thus it can be used to show how the cost of living has 
moved over a number of years. 

The consumer price index can also be used to compare 
price changes in different provinces or cities of Canada, 
by measuring the price behaviour of the same basket of 
goods and services in different localities. In the same way 
it can be used to compare price movements in Canada with 
those in other countries. 

It is important not to forget the limitations of the con- 
sumer price index. It does not measure the actual expendi- 
tures of any individual or section of the population, but 
only the price behaviour of a group of goods and services 
which most people may be expected to buy. Nevertheless, 
it is an important standard of reference. For instance, under 
the Canada Pension Plan, payments may be increased if 
there are increases in the index. The index is also used by 
many welfare agencies to calculate the minimum cost of 
living in various places from time to time. 

One serious problem in measuring and comparing price 
changes is what to do about rising standards. It is all very 
well to compare prices of bread from year to year, but how 
can we compare the price of a new Mustang with the price 
of a Model T Ford bought in 1925? During the late 1950's 
and early 1960's there was little overall change in the prices 
of automobiles. At the same time, however, designs were 
improving and new features were being incorporated. If 
the price of a car remains constant while its quality 
improves, should this not be shown as an increase in value? 
Or should we say that, since the consumer cannot now 
choose to buy a simpler car, the improvement in quality 
should not be considered? 

Comparable problems arise in using price indexes over a 
period of time, because of changes in spending habits. For 
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example, many people now buy frozen orange juice instead 
of oranges. Twenty years ago this product did not exist. 
Should the basket of goods and services for the consumer 
price index include any oranges or any frozen orange juice? 
How should the statistician decide when to switch from 
one to the other in calculating the index, and what quanti- 
ties of each should be compared? Considerations of this 
kind serve to emphasize that the cost-of-living index is no 
more than a rough guide to general developments, although 
when used correctly it can be very helpful. 


The exchange rate 


A special kind of price is the price of money itself—the 
exchange rate for the Canadian dollar. From 1962 to 1970, 
the price, or “par value,” of the Canadian dollar was U.S. 
$0.925, which meant that $1 Canadian was worth just over 
ninety-two cents in U.S. currency, or that $1 U.S. was 
worth nearly a dollar and eight cents in Canadian currency. 

The par value for the Canadian dollar was set in agree- 
ment with the International Monetary Fund (1mF). This 
organization, a specialized agency affiliated with the United 
Nations, was established after the second world war. Canada 
was one of the countries which helped to set up the Fund; 
there are now over a hundred member countries. The Fund 
was established to provide a new international monetary 
system to take the place of the gold standard. 

A country which joins the mr is expected to declare a 
par value for its currency and to maintain the price of the 
currency within a range of 1 per cent on either side of the 
par value. This means that the monetary authorities of the 
member country must watch transactions which take place 
in its foreign exchange market. When the price of its cur- 
rency in terms of foreign currency (for Canada the U.S. 
dollar price of a Canadian dollar) rises towards the limit 
of 1 per cent above par value, the authorities must offer to 
sell some currency from their own reserves, so that the 
supply is increased to meet the demand, and the price 
moves down again. When the price falls towards the limit 
of 1 per cent below par value the authorities must be pre- 
pared to step in and use reserves of foreign exchange or 
gold to buy their own currency. Thus they increase the 
demand for the currency and push the price back up 
towards the par value. 


Prices and exchange 201 


While the cost-of-living index in Canada rose 
between 1965 and 1967 by about 8 per cent, it 
rose by about 24 per cent in India and 41 per cent 
in Chile, but by only about 6 per cent in the United 
States. Note, however, that, because the basic 
“basket” of goods and services is so different in 
different countries, consumer price indexes cannot 
be used to compare the actual cost of living in one 
country with the cost of living in another. 


With the price of gold at U.S. $35 per fine ounce, 
the price of one Canadian dollar, when it was 
pegged at $0.925, could be shown as 0.822021 
grams of gold. 


What is the current value of the Canadian 
dollar in terms of gold? 


Article | (1) of the Articles of Agreement of the 
International Monetary Fund states the purpose 
of the fund: 


“To promote international monetary co-operation 
through a permanent institution which provides 
the machinery for consultation and collaboration 
on international monetary problems.” 


On May 31, 1970, the Minister of Finance an- 
nounced that for the time being the Canadian 
authorities would cease selling enough Canadian 
dollars to keep the exchange rate of Canadian 
dollars from exceeding its par value by more than 
1 per cent. This was because unusually large 
foreign exchange inflows both from exports and 
from international capital transactions sharply in- 
creased the demand for the Canadian dollar, and 
the government did not have large enough bank 
balances to meet all of this demand. However, the 
government did not consider that there had been 
a permanent shift in the demand-supply relation- 
ship for the Canadian dollar; thus they suspended 
the par value but did not propose a formal change 
in it at that time. 


(For more about international capital transactions, see the 
section on the balance of payments in International Trade, 
pages 214 and 215.) 


VENICE (AP) — Member 
nations of the European Com- 
mon Market agreed Saturday 
to a full economic and mone- 
tary union designed to estab- 
lish a_ single European cur- 
rency as significant as the 
U.S. dollar. The process is ex- 
pected to take nine years. 


It is expected that by the 
time the union is complete, 
Britain and other West Euro- 
pean countries also will be 
full members of the Common 
Market. 


aoe ING SIX 
nations also decided that re- 
gardless of what any other 
countries do they will not 
allow the value of their own 
currencies to fluctuate any 
more than is permitted at 
present. 


By agreement, Common 
Market currencies can rise or 
drop only three-quarters of 
one per cent above or below a 
fixed rate. Other currencies 
can move slightly more—an 
entire percentage point in ei- 
ther direction. 


—from The Globe and Mail, 
June 1, 1970 


If the authorities of a member country are not able to 
maintain the price of their currency within the “permitted” 
margins they may propose to the Fund a change in the 
par value to a more realistic level. The Fund will consider 
the proposal and will concur if it seems reasonable. Then 
the country will announce that its exchange rate is being 
changed: if the price in terms of U.S. dollars and gold is 
reduced the currency is said to be “devalued,” but if the 
price is increased the currency is said to be “revalued.” 

A system of fixed exchange rates encourages the develop- 
ment of international trade. Exporters and importers can 
enter into contracts for the sale and purchase of goods over 
long periods, knowing that conditions are likely to remain 
stable in the meantime. Unless unusual circumstances 
develop there is no incentive for currency speculation: 
people cannot expect to gain anything by delaying foreign 
payments, by making them in advance, or by buying up or 
selling quantities of any particular currency. 

What is the relationship between domestic prices and the 
exchange rate for the Canadian dollar? If domestic prices 
are too high, exports will be too expensive and will not sell 
in foreign markets. To make exports more attractive the 
Canadian government can try to bring domestic prices 
down (or prevent them from rising) by restraining demand 
and restricting the growth of the money supply. If these 
efforts are unsuccessful, the government can propose a 
reduction in the exchange rate. This would automatically 
make exports cheaper in terms of foreign exchange. But it 
would also make imports more expensive. Although the 
price level in Canada would not change immediately, prices 
of all imported goods would rise. Since a substantial share 
of products used in Canada are imported, upward pressures 
might soon affect prices in general. Prices for all products 
which used imported components, such as chocolate bars 
and cotton shirts, would have to go up; producers of com- 
peting goods would be likely to increase their prices as 
well, at least to some extent. If the whole structure of 
prices moved up, exports would again be too expensive 
and the whole process might have to be repeated. 

Thus it is important for the authorities to keep domestic 
price levels in line with prices in other countries. This 
means maintaining price stability and preventing the 
development of inflationary pressures. 
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INTERNATIONAL TRADE 


It does not often happen that one country can produce 
everything its inhabitants wish to consume, since economic 
resources vary tremendously from one country to another. 
A few large countries, such as the United States and the 
USSR, and to some extent Canada also, are fortunate in 
having almost all of the essential resources on which a 
modern industrial economy is based. Even in these coun- 
tries, however, some goods are easier to produce than 
others. As economic development proceeds and _ living 
standards rise, people begin to want exotic things which 
cannot be produced at home: Canada produces. a wide 
variety of fruits and vegetables, enough to satisfy all dietary 
needs, but does not grow coffee—which people have be- 
come accustomed to enjoying. Many other countries have 
much more serious deficiencies of resources. A striking 
example is Italy, which has almost no natural fuels—coal, 
oil, hydro-electric power—or metallic minerals, yet has 
become a highly developed industrial economy. 

Just as production may not be able to satisfy consumption 
within one country, it also frequently happens that there 
is not enough consumption to absorb production. For 
example, Venezuela has enormous reserves of oil which its 
population cannot make use of, while Ghana's soil and 
climate enable it to grow enough cocoa to satisfy 40 per 
cent of the free world market at present. It would, of course, 
be possible to produce just enough of these commodities 
for home markets, conserving the basic resources so that 
they would last indefinitely. In the meantime, however, 
people would not live very comfortably: one cannot eat 
crude oil or minerals, or make clothes out of cocoa. It would 
also be possible in some areas to produce expensive substi- 
tutes for the natural resources which are not available, in 
order to satisfy domestic demand. Countries have done 
this from time to time, usually in wartime situations when 
foreign products could not be obtained. A good example 
is synthetic rubber, which was first developed because sup- 
plies of natural rubber were cut off in wartime but is now 
used because it has desirable properties of its own. 

As a rule, countries which lack certain products try to 
import them from other countries, while countries able to 
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Crude oil is not edible. But it has now been found 
that bacteria can be grown on certain petroleum 
products, and protein can be extracted from the 
bacteria—thus producing the raw material for 
artificial steak. Do you welcome this prospect ? 


Countries can sell services such as tourism, ship- 
ping, or banking in which they have special 
advantages, as well as goods derived from natural 


resources. 


Bank of Nova Scotia in Kingston, Jamaica— 





—photo courtesy of The Bank of Nova Scotia 


Canadian ownership in the Caribbean is causing 


friction. 


The friction is inescapable 
simply because, as a Trini- 
dadian cabinet minister puts 
it, “Canada’s presence is so 
massive.” Canada’s $600- 
$900 million private invest- 
ment includes $300 million 
by Alcan to extract bauxite 
from Jamaica and Guyana. 
Alcan is the largest single in- 
dustry in both nations. Cana- 
dian banks control from 60- 
90% of the banking in Com- 
monwealth Caribbean coun- 
tries; they’ve been there for 
up to 80 years. Canada is 
big in insurance, real estate, 
hotels and resorts. 

—Maclean’‘s, July 1970 


produce more of some goods than they need try to sell or 
export them abroad. From an economist’s point of view, 
the best arrangement would be one in which each country 
concentrated on the things which it could produce best and 
most cheaply, relying on other countries to supply the addi- 
tional goods which its people wanted and to buy the excess 
products which it did not need. 

Unfortunately, there are many obstacles to such free 
trade. The most important difficulty is political: nations 
want to be as self-sufficient as possible, no matter how 
much it costs, and so they encourage their people to pro- 
duce many things for which they do not have either 
resources or skills. For example, a great many countries try 
to produce at least some of their own wheat, even where 
the land and climate are not suitable and production 
becomes very expensive. Most nations want to develop 
specialized industrial economies, although it would often 
make more sense for them to import the relatively small 
quantities of products they need from other countries which 
can produce them cheaply on a larger scale than to try and 
produce a wide variety of goods themselves. 

There are also economic limitations to the extension of 
free trade: a good many countries cannot produce or sell 
enough to be able to afford what they would like to buy, 
even when ample quantities of the goods they need are 
available in other countries. There are no easy answers to 
this problem. 

Trade is not limited to those commodities which are 
available in some countries but not in others. One country 
which has copper, for example, and sells it to other coun- 
tries which do not have copper, is said to have an absolute 
advantage in international trade with those countries. How- 
ever, trade may take place between countries where both 
are able to produce the same goods, provided there is a 
comparative advantage. This simply means that one country 
can produce certain things more cheaply than another. 

Canada can produce many high-quality minerals rela- 
tively cheaply and easily, and could go on to manufacture 
a wide range of metal products, from basic industrial com- 
ponents to domestic appliances. Canada does, in fact, 
manufacture a great many things which are essentially metal 
products, but does not produce every possible type and 
model of appliance: the domestic market for very special- 
ized products is so small that the cost of setting up a factory 
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to turn out a small number of items would be very high 
and so would the selling price per item. In the United 
States, however, the large market helps to reduce costs of 
production even for specialized products. But some of the 
basic minerals are now relatively expensive to produce in 
the United States because the ores are scarce, or less rich, 
so that extra processing is required. 

Thus neither country has an absolute advantage in pro- 
ducing most mineral products, but Canada has a compara- 
tive advantage in producing certain raw materials, and the 
United States has a comparative advantage in producing 
certain finished goods. Canada can acquire these finished 
goods more cheaply by selling raw materials to the United 
States and buying finished goods there, than by producing 
the goods at home. 


Trade and development in Canada 


Canada’s economic development began when fishermen 
founded settlements on the Atlantic coast in the seventeenth 
and eighteenth centuries, using the proceeds from the sale 
of fish in Europe to purchase equipment and other neces- 
sities of life. Exports of timber provided a basis for the 
first development of Upper Canada, and the settlement of 
western Canada in the late nineteenth and early twentieth 
centuries was made possible by large-scale exports of wheat. 
Without these export sales Canada’s development would 
have been much slower. At the same time Canada began to 
sell large quantities of forest products: lumber, wood pulp, 
newsprint—for many years the largest group of Canadian 
exports. Then came the discovery, production, and export of 
nickel, copper, and iron ore, followed by a whole range of 
other mineral products, including oil and gas. 

Canada is one of the best examples of a country whose 
development has stemmed from the existence of rich natural 
resources which could be marketed in other parts of the 
world even though the domestic demand for them was 
relatively small. The sale of these products abroad has 
generated employment and income far beyond what would 
have been possible in other circumstances. Canada’s exports, 
at about $14 billion in 1968, accounted for nearly 20 per 
cent of its GNP. By contrast the exports of the United States 
in 1968 accounted for only about 5 per cent of its GNP. 
Without exports Canadians would all be substantially less 


International trade 205 


In what commodities do some other coun- 
tries have an absolute or relative advantage 


in trade with Canada? 


Where does Canada have an advantage? 


The classifications and amounts of Canada’s ex- 
ports and imports in 1968 shed some light on the 
progress of economic development in the country. 


(Exports are shown below; a selected list of 
Canadian merchandise imports appears on the 


following page.) 


CANADIAN MERCHANDISE EXPORTS 


in millions of dollars 


farm and fish 
wheat and flour 
barley, oats, and rye 
other farm and fish 


forest products 
softwood lumber 
wood pulp 
newsprint 
other products 


metals and minerals 
iron ore 
primary iron and steel 
aluminum and products 
copper, nickel, and products 
lead, zinc, and products 
crude petroleum and natural gas 
uranium ores and concentrates 
other metals and minerals 
chemicals and fertilizers 
other manufactured products 
motor vehicles and parts 
aircraft and parts 
other products 


re-exports 
TOTAL EXPORTS 


1968 


1,580 
743 
52 
785 
2,595 
623 
628 
990 
354 


3,870 
443 
354 
463 

1,064 
231 
600 

26 
690 
417 

4,789 

2,699 
369 

1,721 


354 


13,605 


1967 


1,645 
803 
91 
751 
2,296 
475 
543 
955 
323 


3,252 
383 
266 
417 
886 
215 
522 

24 
540 
390 

3,537 

1,762 
314 

1,462 
299 

11,420 


SOURCE: Bank of Canada, Statistical Summary, 


January, 1970 


CANADIAN MERCHANDISE IMPORTS 


in millions of dollars 


1968 

live animals 16! 
food, feed, beverages, and tobacco 902 

meat and meat products 682 
fruits and vegetables 347 
raw sugar 47 
coffee, cocoa, and tea 134 
crude materials, inedible 1,137 
cotton and other textile fibres iis 
ores and concentrates 133 
coal 161 
crude petroleum SIZ 
fabricated materials, inedible 2,435 
paper and board 78 
textile materials 336 
chemicals 207 
plastics and synthetic rubber 203 
petroleum products 216 
metal products 805 
machinery 1,526 
drilling and excavating 186 
farm, incl. tractors and parts 353 
transportation and communications 3,901 
motor vehicles and parts 3,001 
aircraft and parts 490 
other equipment and tools 1,050 
refrigeration and air cond. 88 
measurement and scientific 235 
office machines 200 
personal and household goods 478 
miscellaneous end products 665 
books and other printed matter 205 


TOTAL IMPORTS 12,358 


1967 
22 


862 
62 
317 
48 
125 
1,063 
121 
122 
145 
356 
2,320 
71 
329 
181 
178 
198 
785 
1,568 
167 
428 
2,945 
2,173 
388 
1,002 
73 
226 
205 
418 
623 
190 
11,081 


1 Annual totals are based on monthly averages. 
2 Items in each category are selected, and will not 


add up to the total for that category. 


SOURCE: Canadian Statistical Review, March, 1970 


Canada exports more than it imports. 


How does this compare with the United 


States? 


well off than they are, whereas for the United States the loss 
of export markets would have a relatively small impact on 
the standard of living. 

Canada has been fortunate not only in the variety and 
extent of its resources, but also (in most cases) in their 
nature. World demand for mineral and forest products has 
been rising rapidly in the past century, as the process of 
industrialization has spread and accelerated. The postwar 
recovery of Europe and the cold-war build-up of arma- 
ments have been special factors stimulating the demand for 
Canadian primary products. Following the Korean War the 
United States began a policy of stock-piling strategic 
materials, many of which could be obtained from Canada. 

A special example was uranium, supplies of which were 
thought to be essential, both for armaments, following the 
invention of the atomic bomb, and for further development 
of electric power in the United States. Long-term contracts 
were negotiated in the 1950's for the sale of uranium from 
Canada to the United States, and a large area of northern 
Ontario—where the ore was available—was developed on 
the basis of these contracts. However, it soon appeared that 
U.S. uranium requirements had been greatly exaggerated; 
the amounts needed for munitions were actually quite 
small. Electricity from nuclear power is increasingly impor- 
tant, but the development of the necessary processes has 
turned out to be lengthy. Thus the U.S. contracts for Cana- 
dian uranium were not renewed, export shipments slowed 
down, and people had to leave new towns such as Elliot 
Lake because there was no longer employment there. 

In the long run there will certainly be a need for Canada’s 
uranium, but the market has not expanded nearly as quickly 
as had been hoped, and the economic development based 
on uranium exports has suffered a severe setback. More 
generally, the sale of strategic materials to the United 
States has also slowed down as the stock-piling policy has 
gradually received less emphasis. 


PROBLEMS OF AGRICULTURAL COMMOopITIES Canada’s exports 
of mineral and forest products have been a fundamental 
source of strength to the developing economy. They may 
be contrasted with the commodities produced and exported 
in certain other parts of the world. Countries which must 
rely on tropical commodities as their basic source of export 
revenue are often in a much more precarious position. 
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Demand for commodities such as cocoa, coffee, cotton, rice, 
sugar, tea, or tobacco tends to grow at roughly the same 
rate as the population; it cannot usually be expected to 
accelerate with development as has demand for mineral and 
forest products. As per capita income rises, the consumption 
of these commodities will certainly go up a little, but there 
is a limit to how much coffee even a millionaire can drink. 
When it comes to sugar and cocoa, people may actually 
consume less rather than more as they become richer, 
because they begin to worry about their diets and to con- 
centrate their purchases on foods which are more costly but 
less fattening. 

Moreover, production of agricultural commodities depends 
largely on how good the annual harvest is—often beyond 
human control—in contrast with mineral production where 
the annual output can be planned. When all the producing 
countries have bumper crops there may be excess world 
supply and prices will tend to drop sharply; a coincidence 
of crop failures will raise prices for whatever output is 
available for sale. Many of these commodities, again unlike 
mineral or forest products, are extremely difficult to store, 
so that it is not easy to stabilize prices by withholding excess 
production in good years and saving it for poor ones. 

In any case, programs for stabilizing world sales and 
prices depend on international agreements. It is very diff- 
cult for a country which is not rich to start with, and which 
depends heavily on cocoa exports, to refrain from selling 
cocoa in a good crop year. Rather, the temptation is to 
offer all the cocoa for sale at a lower price than that asked 
by other producers, in order to make sure of selling as much 
as possible. This of course, has the effect of lowering world 
prices for all producers. There have been successful inter- 
national agreements for products such as sugar and coffee, 
but for many others repeated efforts to negotiate such 
agreements have failed. 

There has been a series of international wheat agreements 
intended to stabilize prices. But these have broken down 
when producing countries began to cut prices in order to 
stimulate their own exports at the expense of others. Wheat 
is the foundation of the economies of Saskatchewan and 
Manitoba (and Alberta until the discoveries of oil and gas 
pushed it into second place) and is still one of Canada’s 
most important export products. But the world market for 
wheat has been very uncertain over the past decade. 
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From 1960 to 1966, Canada’s wheat exports in- 
creased to over $1 billion a year, as favourable 
harvests in this country coincided with shortages 
in others, especially the USSR and China. How- 
ever, from 1967 to 1969 large stocks accumulated 
because crops continued to be good, but there were 
not enough buyers. 


In 1969 the producing countries began to cut 
prices in order to stimulate their own exports at 
the expense of others, and the international wheat 
agreement in effect at that time broke down. In 
1970 stocks of wheat in Canada were so high that 
the government offered to pay subsidies to farmers 
not to grow more wheat. 


Farmers are low on cash, 
Mrs. Parker takes barley 


CARMAN, Man. (CP) — 
Buy a Christmas gift at Mu- 
riel’s and you can pay for it 
with barley. 

Muriel Parker says she de- 
cided to start a barter opera- 
tion because business at her 
clothing store has been slow 
despite the approach of the 
festive season. 

The farmers are  hard- 
pressed to sell massive stocks 
of grain, they are short of 
cash and therefore reluctant 
to buy higher-priced goods, 
she says. 

Mrs. Parker has no trouble 
selling the barley she takes in 


trade. Her husband operates a 
farm near this community 40 
miles southwest of Winnipeg 
and needs it. She says she 
values the barley higher than 
prices listed by major compa- 
nies, 

Mrs. Parker began advertis- 
ing that she would accept bar- 
ley as payment earlier this 
week in hopes of gaining 
Christmas business. 

Bartering grain for trucks, 
cars, implements and other 
goods has been a feature in 
many Prairie communities this 
year as a result of the farm- 
ers’ short cash position. 


—from The Globe and Mail, Dec. 6, 1969 


GRAIN FO 
TUITION 


eost of tuition 


About 300 students 
at the University 
of Saskatchewan 
are beating the 


by paying most 


of their college fees with 
wheat, barley and oats. Many 


of the students 
dian university 


at the Cana- 
come from rural 


families, who have been having 


difficulties. in 


meeting the 


annual $420 tuition fee because 
of low farm incomes. 


—from Parade, Dec. 28, 1969 


The agricultural products dilemma— 
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“From land to mouth” 


—cartoon by David Low, from Low Visibility (Collins, 1953) ; 


reprinted with permission 


The figure with the tape measure is Lord Boyd Orr, 
former head of the United Nation’s Food and 
Agricultural Organization. 


Canada’s prairie lands are ideally suited to wheat- 
growing; a better hard wheat is produced here more cheaply 
than in most other places in the world. Should wheat farmers 
be encouraged to stop producing wheat, and either raise 
other crops where the comparative trading advantage is 
less, or move to the cities where there may or may not be 
other jobs? In the long run, as the world’s population and 
its food needs increase, there should be markets for Cana- 
dian wheat. How can these markets be developed, and 
what should the farmers do in the meantime? 


srare trapinc The marketing of wheat, involving inter- 
national negotiations, long periods of storage, bulk trans- 
portation, and, above all, long time lags between seeding 
and the receipt of income, is very difficult for the indi- 
vidual farmer to cope with. For these reasons, the Wheat 
Marketing Board was established in Canada. The Board 
now conducts negotiations with foreign buyers within the 
framework of the International Wheat Agreement and 
arranges storage and transportation. The farmer delivers 
his wheat to the local grain elevator and receives an initial 
payment; at the end of the season when sales are completed 
he receives a final payment. 

In some recent years, when stocks have been much larger 
than sales, storage facilities have been inadequate and much 
of the wheat has simply been stored on the ground. From 
time to time the government has made advance payments 
on farm-stored wheat in addition to the payments made 
when the grain is delivered to the elevator. 

Many agricultural products grown in different parts of 
the world are marketed through state agencies—if the 
product is fairly uniform and sales tend to be on a large 
scale, and if there are substantial storage problems. Other 
products, too, may be marketed in this way, such as phos- 
phates in Morocco or diamonds in Ghana. One important 
feature of trading in the Soviet bloc is that all exporting 
and importing is carried on through state institutions, rather 
than by private individuals. In some countries, even outside 
the Soviet bloc, state trading agencies are used a great deal; 
in others they are much less important. 

In most countries, when a producer wishes to expand his 
sales and tries to build up markets in other countries, his 
government will take some steps to help him, in the expec- 
tation that his increased production and profits will benefit 
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the country in terms of employment and income, as well as 
earnings of foreign exchange with which imports can be 
purchased. Sometimes the exporter will get tax concessions 
on goods he sells abroad; sometimes he will get working 
capital from his bank more easily and cheaply than a pro- 
ducer who sells only in the domestic market. In many 
countries, including Canada, governments operate export 
credit insurance plans which enable an exporter to insure 
himself against the risk of selling to an unknown foreign 
buyer who may or may not make the required payments 
for the goods on schedule. 

A special situation has existed in recent years with respect 
to trade between the Soviet area and the less-developed 
countries. For both political and economic reasons, the 
Soviet countries have been extending their markets by pro- 
viding needed. capital goods and industrial materials to 
countries otherwise unable to afford them, offering very 
easy credit terms over a long period. In return, the Soviet 
countries are assured of supplies of tropical commodities, 
many of which are not available in the Soviet area. Also, 
the long-term trade relationship may encourage some degree 
of political co-operation. By contrast, most countries of the 
world prohibited trade with Rhodesia, following a United 
Nations resolution intended to isolate that country because 
of its unconstitutional government and its racial policies. 


Trade and development in the rest of the world 


To study the relationship between international trade and 
economic development, it is useful to classify the countries 
of the world into three groups. The first may be described 
as the industrial countries, which include the United States, 
Canada, Japan, and most of the European countries: Aus- 
tria, Belgium, Britain, Denmark, France, Germany, Italy, 
the Netherlands, Norway, and Switzerland. The second 
group includes countries which are not fully industrialized; 
they have achieved a substantial amount of economic de- 
velopment but their main products are still primary ones. 
This group includes the remaining European countries: 
Finland, Greece, Iceland, Ireland, Portugal, Spain, Turkey, 
and Yugoslavia, along with Australia, New Zealand, and 
South Africa. The third group is made up of all the 
remaining countries of the world, usually described as 
less-developed, or developing. 
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The Export Development Corporation is a crown 
corporation that provides protection against risks 
involved in the export, manufacture, treatment, 
or distribution of goods, or the rendering of en- 
gineering, construction, technical, or similar ser- 
vices. The main risks covered include: insolvency 
or protracted default on the part of the buyer; 
exchange restrictions in the buyer's country pre- 
venting the transfer of funds to Canada; cancella- 
tion of an import licence or an export licence or the 
imposition of restrictions on the import or export 
of goods not previously subject to restrictions; the 
occurrence of war between the buyer's country and 
Canada, or of war, revolution, etc., in the buyer's 
country. 


The Corporation insures exporters on a co- 
insurance basis, the exporter retaining a small per- 
centage of the risk involved. When, in the opinion 
of the Minister of Trade and Commerce, a proposed 
transaction is in the national interest but would 
impose upon the Corporation a liability for a term 
and in an amount in excess of that normally under- 
taken, the Corporation may be authorized by the 
Governor in Council to enter into a contract of 
insurance at the government's risk. 


The Corporation also administers direct financing 
facilities and may guarantee loans to exporters 
from Canadian chartered banks. 


—adapted from the Canada Year Book, 1968 


WORLD TRADE, 1968 


exports imports 


in millions $U.S. in millions $U.S. 


INDUSTRIAL COUNTRIES! 


155,800 160,140 


OTHER DEVELOPED AREAS2 


y 13,770 19,570 


LESS-DEVELOPED AREAS? 
43,000 44,800 


total? 212,600 total* 224,500 


1 Industrial countries include Austria, Belgium- 
Luxembourg, Canada, Denmark, France, Germany, 
Italy, Japan, the Netherlands, Norway, Sweden, 
Switzerland, the United Kingdom, and the United 
States. The United States accounts for almost one- 
quarter of the total for developed countries. Canada, 
with a much smaller population, accounts for over 8 
per cent. 

2 Other developed areas include Australia, Finland, 
Greece, Iceland, New Zealand, Portugal, South 
Africa, Spain, Turkey, and Yugoslavia. 

3 Less-developed areas include Latin American coun- 
tries and other western hemisphere states—except 
Cuba; Middle Eastern countries; other Asian count- 
ries; and other African countries. 

4 Totals do not include Soviet countries, mainland 
China, and Cuba. /nternational Financial Statistics 
estimates these countries’ exports at U.S, $25,302 
million, and imports at U.S. $23,937 million. 


SOURCE: IMF, /nternational Financial Statistics, 
July, 1969 


The United States has about ten times the 
population of Canada but its volume of trade 
is only about three times as great. What 
factors might explain this? 





This threefold classification does not include the Soviet 
countries, or mainland China. For political rather than 
economic reasons, these countries trade mostly with each 
other and not much with the rest of the world. They do not 
report information relating to their economic development 
on the same basis as other countries, so that it is difficult 
to place them in an international classification. 

The industrial countries as a group account for about 
three-quarters of total world exports. It may be surprising 
to learn that most of these exports go to other industrial 
countries: at present over half of all world exports con- 
sists of sales within the group of industrial countries. Sales 
by industrial countries to less-developed countries are only 
15 or 20 per cent of world exports. The reason for this is 
clear when the position of the less-developed countries is 
considered: their exports to industrial countries amount to 
only about 15 per cent of world exports. In other words, 
the less-developed countries are not able to sell enough to 
the industrial countries to make it possible for them to buy 
the industrial products they want and need. (Note that the 
second group of countries—the more developed ones which 
still depend mainly on primary products—make up a rather 
small part of the world’s population and resources and 
account for only about 5 per cent of total world exports. ) 

The United States is the largest market for imports, 
accounting for about 20 per cent of total imports by indus- 
trial countries. Europe taken together accounts for about 
two-thirds of imports, Germany being the largest single 
importer in Europe with about 15 per cent of the total 
amount imported by all industrial countries. The imports 
as well as the exports of industrial countries are widely 
diversified and it is difficult to group them in any way that 
makes sense. The growth of imports in general is rather 
closely related to the growth of industrial output in each 
country, partly because some of the goods bought are inter- 
mediate goods, used directly by the importing country in 
its own manufacturing processes, and partly because as 
industrial output rises in one country, employment and 
incomes also rise and people are able to pay for more 
imported goods. 

In 1968 the total exports of the less-developed countries 
amounted to about U.S. $43 billion, while world exports 
totalled about U.S. $213 billion. Of the $43 billion which 
was sold by the less-developed countries more than a 
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quarter was accounted for by countries mainly exporting 
petroleum (mostly the Middle East countries and Vene- 
zuela); a similar proportion represented the foreign sales 
of countries mainly exporting foodstuffs (coffee, tea, and 
cocoa); and another 20 per cent was accounted for by 
countries mainly exporting other agricultural products. 
Mineral exports were less than 15 per cent of the total. 

On the import side, much the largest category was capital 
goods (mostly machinery and transport equipment), which 
accounted for more than a third of the total imports of less- 
developed countries. Fuels, raw materials, and chemicals 
accounted for close to another quarter of total imports. 
Despite the fact that the less-developed countries are chiefly 
agricultural, food imports have been amounting to nearly 
15 per cent of total annual imports. Manufactured consumer 
goods make up about 20 per cent of the total. This last 
figure does not include passenger cars: although cars are 
not produced in most less-developed countries, car imports 
account for only 2 per cent of the total imports of these 
countries. 


Tariffs and trade agreements 
IMPORT RESTRICTIONS Many countries maintain quantitative 
restrictions on imports, or import quotas, in situations where 
their export earnings are simply not enough to permit people 
to import goods freely from abroad. But a much more wide- 
spread and important way of controlling imports is through 
tariffs—taxes which the importer must pay before he can 
bring foreign products into the country and sell them on 
the domestic market. The existence of the tariff raises the 
price of the imported product to the consumer, and if the 
tariff is high enough it may discourage imports altogether. 

Most economists agree that the only justification for 
putting up tariff barriers against foreign imports is to enable 
new industries to get started within the country. It is argued 
that when an industry is first established, its costs, and 
therefore its prices, are likely to be relatively high. At this 
stage, if imports were allowed in freely, the established 
producers in other countries could probably sell the product 
on the domestic market more cheaply than the local pro- 
ducer. Consumers would choose the imported goods and 
the new producer would go out of business. However, if 
imports were made subject to tariffs, the local producer 
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How can the industrial countries increase 
their purchases from the less-developed 
areas so that these countries can afford more 
development? 


Canada has no significant import quotas. 


On Canada’s oil policy— 


The Canadian Government's oil policy is based on 
a rule which sets the Ottawa River as a boundary. 
Western oil can be transported to that line; the 
eastern market is (so far) served by imports. Why ? 
Mainly to make sure that the western producers 
cannot achieve a monopoly—tthey are challenged 
by imports from low-cost countries like Venezuela 
and Kuwait. Even though Kuwait petroleum prod- 
ucts are not likely to be sold in Winnipeg, the 
presence of comparatively low-cost imported oil 
in eastern Canada helps to induce the western oil 
industry to keep its prices down. 


Another purpose of the architects of Canada’s oil 
policy is the promotion of exploration in the 
eastern provinces. There is a good possibility of 
oil discoveries in the Gulf of St. Lawrence and on 
the eastern continental shelf. 





Canada produces tractors. Why, then, do 
we sometimes import tractors from Britain ? 


might be able to compete with the imported goods, and in 
the course of time when his production increased and 
became more efficient he would be able to reduce his prices 
to the point at which he could compete with imports even 
if the tariff were removed. Thus the temporary imposition 
of a tariff could result in the establishment of a new in- 
dustry, which in the long run could provide great benefits 
to the domestic economy in terms of employment and 
income. 


CANADIAN TARIFF POLICY Many countries have introduced 
tariffs to protect their “infant” industries; Canada is an 
outstanding example. However, the tariffs, once imposed, 
tend to remain, and the net result is that, although domestic 
industries are established and consumers can buy what they 
need at home, they pay higher prices than they would if 
tariff barriers were dropped, imports came in freely, and it 
were possible for each purchaser to choose the cheapest and 
best version of the product available. 

Sir John A. MacDonald’s National Policy of 1878 was a 
high-tariff policy designed not only to promote the develop- 
ment of industry in Canada, but to encourage Canadians 
to trade with each other within the country, instead of 
following the natural north-south trading lines between 
Canada and the United States. It is often argued that this 
policy enabled Canada to develop and remain an inde- 
pendent country. There is much justification for the argu- 
ment. Nevertheless, Canadians have paid quite a price 
for independence, in terms of the higher cost of many goods 
in Canada than in the U.S. and the high cost of imports. 

One result of the National Policy was that in order to sell 
their products in Canada—the natural extension of the U.S. 
market—U.S. producers had to establish factories within 
Canada, so that they could have access to the Canadian 
market without facing the tariff wall. This (along with the 
desire to ensure control of supplies of raw material such as 
minerals and forest products available in Canada) was the 
basic reason why U.S. investment in Canada developed on 
such a large scale and why Canadian industry is now U.S.- 
owned to such a large extent. The question of what might 
have happened without the National Policy is an interesting 
one, but now somewhat less important than the newer issue 
of what attitude Canada should take towards U.S. invest- 
ment, ownership, and control. 
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A well-known example of an attempt to undo some of 
the effects of Canada’s high-tariff policy has been the 
automobile agreement with the United States. High tariffs 
restricting the import of automobiles into Canada had en- 
couraged American automobile producers to establish plants 
in Canada. Similar models were produced on both sides of 
the border, selling at somewhat higher prices in Canada, 
partly because of smaller assembly lines and tariffs on some 
parts which had to be imported. In 1965, however, the 
Canadian and U.S. governments agreed with the automobile 
industry on a program designed to rationalize automobile 
production for the continent as a whole. Instead of trying 
to duplicate a wide range of models, the factories in Canada 
would concentrate on only a few models but would supply 
most of the North American market with these models, 
while production of other varieties would be carried on 
only in the United States for most of the market. Auto- 
mobiles and parts imported into Canada by registered 
automobile producers would not be subject to tariffs. 

The program guaranteed a minimum growth of produc- 
tion and employment in the industry in Canada, so as not 
to divert too much of the production to the United States, 
which, after all, has the lion’s share of the market. In fact, 
the agreement has been very successful from Canada’s point 
of view because the Canadian market for automobiles has 
been growing more rapidly than the U.S. market, and Cana- 
dian production and employment have exceeded the targets, 
so that the industry in Canada now accounts for a larger 
share of the total than before. The price of cars in Canada 
has moved down towards the U.S. level, although prices 
will not be equalized for some time. Another effect of the 
agreement has been that automobiles have suddenly become 
Canada’s largest single export, surpassing newsprint, which 
led the list for years. 


rus carr During periods of economic crisis at both 
national and international levels, it has been fairly common 
to raise tariffs. At the end of the second world war there 
was a widespread conviction that international trade had 
been severely restricted by a variety of measures, of which 
tariffs were among the most important. When the Inter- 
national Monetary Fund and the International Bank for 
Reconstruction and Development were established after 
the war to regulate international payments and promote the 
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Why a US-Canada price 
difference ? 


A query that crops up constantly at our 
national office is, “Why can the same prod- 
uct be sold for so much less in the United 
States than in Canada?” Hamilton CAC 
brought up the specific example of Crisco 
cooking oil which is made by Proctor and 
Gamble of Canada, Ltd. CANADIAN 
CONSUMER asked them why there should 
be a comparatively large price difference 
between the two countries. Their reply is 
printed here in its entirety. 


You have asked us to comment on. the 
price spread observed in a Consumers’ Asso- 
ciation of Canada survey; the spread being 
that of Crisco Oil between the United States 


and Canada. 
Our company's price in the United States 


On @ 38 oz. pboltle of Crisco, Oil, wich 
appears to be the one under consideration, 
would be 69.5¢. When this is expressed in 
Canadian dollars, it would be 75¢ Canadian. 

Our price on the same size bottle in Canada 
sold by our Canadian company is 94¢. 


There are three particular reasons for the 
difference in cost between the United States 
and Ganada. 


1. The cost of rav materials delivered to 
eur plant is as much as 20 per cent higher 
in Canada than in the United States. 


2. In Canada, it is more economical to have 
ore plant ship coast to coast, however, 
in the United States we have five plants 
which manufacture Crisco Oil and ship- 
ping costs are substantially lower as a 
result. 

3. Our production costs in Canada are con- 
siderably higher as the volume which we 
produce in our one plant is only about 
30 per cent of the volume produced by 
any one of our plants in the United States. 
This produces far greater efficiencies for 
the Proctor & Gamble Company in the 
United States. 


—from Canadian Consumer, Nov./Dec., 1969 


While trade represents most of Canada’s trans- 
actions with other countries, there are many other 
kinds of foreign payments and receipts. The tabu- 
lation of all of these outflows and inflows and 
their net effect on the country’s reserves of gold 
and foreign exchange is called the balance of 
international payments. It consists of the current 
account, the capital account, and changes in 
reserves. 


The current account The current account of 
the balance of payments consists mainly of mer- 
chandise trade—exports and imports of raw 
materials, semi-processed goods, and finished 
products. In 1968, for example, total merchandise 
exports amounted to $13.5 billion, total imports 
were close to $12.2 billion, and there was a 
merchandise trade surplus of about $1.4 billion. 
(Exports of gold are noted separately because it is 
subject to various special arrangements related to 
its monetary significance.) 


The other items in the current account are known 
as “‘invisibles’’—that is, they do not represent trade 
in goods. Among these, however, freight and 
shipping charges are directly related to merchandise 
trade. Other current invisible items include travel : 
payments made by Canadians travelling abroad 
and receipts from tourists visiting Canada. Sums 
for inheritances and migrants’ funds appear on both 
sides of the account: payments made when 
Canadians take or send funds abroad and receipts 
when foxyeigners move to Canada or spend money 
here. The other major category, which appears 
only on the payments side, is official contributions, 
including those relating to participation in inter- 
national organizations, as well as certain kinds of 
Canada’s foreign aid. 


The net result of payments and receipts for mer- 
chandise trade and current invisible transactions 
is the current account balance. This has been 
negative for Canadain most years; payments have 
tended to exceed receipts, sometimes by a fairly 
small amount and sometimes by quite a large 
margin. As the table shows, the deficit in 1968 
resulted from transactions with the United States. 
This has traditionally been the case: imports from 
the United States usually exceed exports to that 
country. The accounts with the United Kingdom 
and other countries usually show a surplus, 
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CANADIAN BALANCE OF INTERNATIONAL PAYMENTS 


CURRENT ACCOUNT 


CURRENT RECEIPTS 

merchandise exports (adjusted) 

non-merchandise receipts 
gold production available for export 
travel 
interest and dividends 
freight and shipping 
inheritances and immigrants’ funds 
all other current receipts 

total non-merchandise receipts 


total current receipts 


CURRENT PAYMENTS 
merchandise imports (adjusted) 
non-merchandise payments 

travel 
interest and dividends 
freight and shipping 
inheritances and emigrants’ funds 
official contributions 
all other current payments 
total non-merchandise payments 
total current payments 


BALANCE ON CURRENT ACCOUNT 
merchandise trade 
non-merchandise trade 
gold production available for export 
travel 
interest and dividends 
freight and shipping 
inheritances and migrants’ funds 
official contributions 
all other current transactions 
total non-merchandise trade 
current account balance 
with the United States 
with the United Kingdom 
with all other countries 


1968 


in millions of dollars 


13,538 


120 
992 
331 
894 
370 
875 
3,582 
17,120 


12,162 


1,015 
1,290 
937 
209 
133 
1,485 
5,069 
17,231 





CANADIAN BALANCE OF INTERNATIONAL PAYMENTS 


CAPITAL ACCOUNT 


1968 


in millions of dollars 


CAPITAL MOVEMENTS IN LONG-TERM FORMS 
direct investment 
direct investment in Canada 
direct investment abroad 
Canadian stocks 
trade in outstanding stocks 
new issues 
retirements 
Canadian bonds 
trade in outstanding bonds 
new issues 
retirements 
other long-term capital 
total capital movements in long-term forms 


CAPITAL MOVEMENTS IN SHORT-TERM FORMS 
resident holdings of foreign bank balances and other 
short-term funds 
non-resident holdings of Canadian assets 
Canadian dollar deposits 
Canadian government demand liabilities 
treasury bills 
commercial paper 
finance company paper 
other finance company obligations 
other short-term capital movements 
total capital movements in short-term forms 


net capital movements (excluding changes in reserves 
and IMF position) 


current account balance 


CHANGES IN RESERVES AND IMF POSITION 
official holdings of gold and foreign exchange 
net position in International Monetary Fund 
other special financial arrangements 


total changes in reserves 


SOURCE: Canadian Statistical Review, March, 1970 


610 
—135 


AZ 


—405 


70 
21 
48 


—131 
19 
—751 
—1,126 


464 


=111 


604 
—249 


353 


The capital account Thesecond element inthe 
balance of payments is the capital account. This 
shows financial inflows and outflows: long-term 
investment by foreigners in Canada and by Cana- 
dians in foreign countries, and short-term move- 
ments of bank balances and holdings of treasury 
bills and commercial “paper” (short-term debt 
instruments) of various kinds. The largest item in 
long-term capital consists of new bond issues sold 
in the U.S. market by provincial and municipal 
governments and sometimes by the federal govern- 
ment as well. The figures shown for retirements 
and for trade in outstanding issues are related to 
this item: retirements are the payments to the 
bondholders when the bonds mature, and trade in 
outstanding bonds consists of net purchases and 
sales of Canadian bonds originally sold to foreign 
(mainly U.S.) investors but not held to maturity 
by the original buyers. Repayments and interest 
on these bond issues must be made in U.S. funds. 
However, the holders of the bonds have no in- 
fluence or control over the activities of the issuers. 


The second largest item in the capital account (but 
much smaller than bond issues) is direct investment. 
As might be expected, foreign investment in Canada 
is much bigger than Canadian investment abroad. 
Direct investment means ownership or control of 
the activity by the investor—either he is putting 
foreign funds into an enterprise in Canada which 
heruns directly, or he is buying sharesin a Canadian 
company. Most Canadians recognize that foreign 
funds have been very helpful in advancing 
Canada’s development, but they would prefer to 
have these funds come in as bond proceeds— 
borrowed money with no strings attached other 
than repayment at maturity—rather than as direct 
investment which brings with it increasing foreign 
ownership and control. 


Changes in reserves Canada’s capital account 
usually shows a surplus: the amount of foreign 
funds entering the country exceeds the foreign 
exchange flowing out. When this surplus is added 
to the current account balance, which is usually a 
deficit, the result is the net change in foreign 
exchange reserves over the period. These reserves 
are the stock of international money which the 
government has available to settle transactions 
with foreign countries. This consists of gold and 
foreign currencies. It also includes the reserve 
position in the International Monetary Fund, which 
resembles a bank deposit transferable to other mem- 
bers of the Fund. 


215 


TRADING ASSOCIATIONS 


European Economic Community (the Common 
Market) includes Belgium, Luxembourg, France, 
Germany, Italy, the Netherlands 


European Free Trade Association (EFTA)—includes 
Austria, Denmark, Great Britain, Iceland, Norway, 
Portugal, Sweden, Switzerland 


Negotiations are under way for EFTA to join the 
Common Market. 


Why are they trying to do this? 
What has happenedsofarinthe negotiations ? 


Caribbean Free Trade Association (CARIFTA) — 
includes Antigua, Barbados, Dominica, Grenada, 
Guyana, Jamaica, Monserrat, St. Kitts-Nevis- 
Anguilla, St. Lucia, St. Vincent, Trinidad and Tobago 


Latin American Free Trade Association (LAFTA)— 
includes Argentina, Bolivia, Brazil, Chile, Columbia, 
Ecuador, Mexico, Paraguay, Peru, Uruguay, 
Venezuela 


There are many more; some are listed below. To 
date some of the newer ones exist only on paper 
or are still largely ineffective. 


Central American Common Market (CACM)—includes Costa 
Rica, El Salvador, Guatemala, Honduras, Nicaragua 


East African Community (EAC)—includes Kenya, Tanzania, 
Uganda 


Customs Union of West African States (UDEAO: Union doua- 
niére des états de I’ Afrique de /’ouest)—includes Dahomey, 
Ivory Coast, Mali, Mauritania, Niger, Senegal, Upper Volta 


Central African Economic and Customs Union (UDEAC: 
Union douaniére des états de l'Afrique centrale) —includes 
Cameroon, Central African Republic, Chad, Gabon, People’s 
Republic of the Congo 


West African Economic Community—includes Dahomey, 
Ghana, Ivory Coast, Liberia, Mali, Mauritania, Niger, Nigeria, 
Sierra Leone, Togo, Upper Volta 


Arab Common Market—includes \raq, Jordan, Kuwait (de 
facto), Sudan, Syria, United Arab Republic (Egypt) 


distribution of financial capital it was also planned that 
there should be an international trade organization which 
would work on reducing other barriers to trade—mainly 
tariffs. However, the treaty setting up this organization was 
never ratified and it failed to come into being. Instead, a 
much looser kind of association, called the General Agree- 
ment on Tariffs and Trade (catr), was created. Periodi- 
cally, this association has conducted lengthy bargaining 
sessions at which the participating countries get together 
and negotiate mutual reductions of their tariffs. The most 
important of these sessions so far has been the “Kennedy 
Round” of the 1960's, which resulted in some fairly signifi- 
cant reductions in the tariffs of the major importing coun- 
tries (including Canada), although tariffs have by no 
means disappeared. The United States estimated a 35 per 
cent reduction in import duties applicable to some U.S. 
$40 billion of world trade in industrial products by 1972. 


REGIONAL TRADING ASSOCIATIONS Tariff considerations have 
been the reason for a number of regional economic group- 
ings in recent years. The best example is the European 
Economic Community (the Common Market) which was 
established by the Treaty of Rome in 1951. Its purpose is 
to break down tariffs among the member countries so that 
they can trade freely with each other, and harmonize eco- 
nomic policies and legislation, while establishing a common 
external tariff for imports from countries outside the Com- 
munity. With somewhat similar aims, other European 
countries have joined the European Free Trade Association. 

Other associations of this kind, which have come into 
being in the past few years, include the Latin American 
Free Trade Association, the Central American Common 
Market, the Caribbean Free Trade Association, the East 
Africa Community, the Customs Union of West African 
States, the Central African Economic and Customs Union, 
the Union of Central African States, the West African 
Economic Community, and the Arab Common Market. 

Regional groupings of countries are, of course, not always 
formed for tariff reasons. The Soviet bloc of countries is 
bound together very closely for reasons which are political 
rather than economic. Nevertheless, common economic poli- 
cies and methods are followed in all of these countries and 
trading policies towards the outside world are very similar, 
although each country conducts its own trade. 
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TAXES 


An ancient Roman proverb says: “Nothing is inevitable, 
except death and taxes.” Death is still inevitable but, thanks 
to modern medicine, postponable. Most Canadians can now 
count on living to a good old age. But through most of 
their lives they will have to pay taxes. 

Taxation is primarily a method by which the government 
raises money to meet its expenses. Traditionally, most of the 
expenses of government were of two kinds: the costs of 
making war abroad and the costs of keeping peace at home. 
Defence and justice are still important items in the govern- 
ment’s annual budget. But during the past hundred years, 
and particularly in the twentieth century, total government 
expenditures have become much larger than they used to 
be. Rising government expenses reflect, of course, increas- 
ing government responsibility for the framework—infra- 
structure—of the economy, including airports, roads, rail- 
ways, electric power, sewers, schools, and hospitals; and 
for the health and welfare of individual citizens, through 
such things as hospital insurance, unemployment insurance, 
pensions, and family allowances. The government also plays 
an important and growing role in providing for less tangible 
amenities such as clean air and water, safe wholesome 
food, and parks and recreation areas. These are things 
which are becoming more and more necessary as the econ- 
omy develops and the cities grow; they are also things to 
which the “affluent society” feels it can and should devote 
some part of its income. 


HISTORICAL BACKGROUND With the growth and develop- 
ment of government spending has come a corresponding 
growth and development of taxation. In the Middle Ages, 
and on to about the sixteenth century, governments raised 
most of their revenue from the ownership of land. In 
England, for example, the kings had enormous estates 
which were farmed by tenants. These tenants had to pay 
rent to their landlord, the king, either by working for him 
for a certain number of days a year or in the form of money 
dues. The king used the revenues thus obtained to pay the 
expenses, chiefly military, of his government. From time to 
time the king would make a grant of land to the church or 
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Park in the heart of a large city—High-rise apart- 
ments threaten its existence. The city could get 
additional revenue by letting the developers take 
over. Urban residents have to pay more in taxes 
in order to keep such parks. 


Is it worth it? 


The Staple was a stable—a warehouse in Calais, 
then an English possession. The wool crop was 
collected in a few such places and could thus be 
easily assessed and taxed. 


Subsidy a help or aid, from the Latin ‘‘subsidium’’—that 
which sits behind or in reserve. Historically, the word was 
used to mean money granted by Parliament to the king. In 
modern usage, however, a subsidy is a grant of money from 
a government to a private enterprise considered beneficial to 
the public interest. In 1970 the Canadian government offered 
subsidies to western wheat farmers who would plant their 
land in forage crops, or else let it lie fallow, instead of adding 
further to the large surplus stock of wheat. 


Poll an old English word meaning “scalp” 


to one of his supporters; this would have the effect of reduc- 
ing his revenues. At other times he might take over the 
estates of disloyal nobles and increase his own wealth. 
Henry vin, for instance, greatly expanded his revenue by 
expropriating all the land which had belonged to the 
church. In time of war when more money was needed, the 
king would demand special payments from his tenants. If 
the revenue raised in this way was still not enough, then the 
king might borrow temporarily from rich men, at first from 
Europeans but later on from Englishmen. 

As industry and trade gradually developed, the kings of 
England found that they could increase their revenues by 
making people pay taxes on goods which were sold in local 
markets (excise taxes) or which were traded internationally 
(export and import taxes). These taxes on goods, which 
had the effect of increasing the prices paid by consumers, 
were introduced mainly because they were easy ways of 
raising money for government expenses rather than because 
there were serious views about the effects of such taxes on 
economic activity. The idea of using taxes to redistribute 
wealth, for example, had not gained importance. Rulers 
made up their tax policies as they went along, thinking 
little about the possible long-term effects of the kinds of 
taxes they used. Thus the export tax on wool, introduced in 
the fourteenth century, had the advantage of being easily 
collected, because the export trade, which was very profit- 
able, was concentrated in the hands of the Merchants of the 
Staple, a semi-official body controlled by the Crown. In the 
seventeenth century this tax was reversed and a bounty was 
paid to encourage exports. Nowadays, exports are not 
usually taxed, except in countries where the export of par- 
ticular commodities accounts for a very large share of 
the national income and the government depends on these 
export sales for an important part of its revenues. Most 
countries are anxious to export as much as possible. To 
keep export prices low and enable it to compete in world 
markets, a country will try to avoid using export taxes. 

There was no tax on income in England before 1800. 
Attempts had been made to tax individuals through devices 
such as a charge on a person’s belongings, known as a 
“subsidy,” and a poll tax, or head tax, which was first 
imposed by Richard um. In the seventeenth century, Parlia- 
ment introduced a tax called “hearth money,” a payment 
of two shillings for each fireplace in a house. Since there 
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was no central heating, it was customary for each room in 
a house to have a fireplace, and “chimney-men” came 
around to count how many there were. The hearth tax fell 
most heavily on people with big houses, but it was very 
unpopular and lasted only about twenty-five years. In 1695 
the hearth tax was replaced by the window tax. This was a 
tax levied according to the number of windows in a house. 
It lasted for a century and a half, until 1851, and it helps 
to explain why many old houses in England have few 
windows. 

An income tax was proposed in England in 1799 to help 
pay for the wars with France. There was much opposition 
to this tax; it did not become effective immediately, and 
even after it was put into practice it was regarded as a 
temporary measure for over a century. The major sources 
of government revenue throughout the nineteenth century 
were customs and excise taxes, mostly levied on a few 
articles in popular demand: beer, spirits, tobacco, sugar, 
and tea. By 1901 the rate of income tax was still only one 
shilling in the pound, or 5 per cent. 

It is often suggested that one reason for the remarkable 
economic development of Britain in the eighteenth and 
nineteenth centuries, both at home and throughout the 
empire, was the absence of taxes on individual wealth. 
There was a high rate of private saving and investment, 
and the growth of population was accompanied by rapid 
increases in employment and incomes. Enormous fortunes 
were made and often reinvested in new industry. Hospitals, 
schools, museums, art galleries, and such welfare services 
as existed were provided by donations from wealthy 
citizens. 

Partly because of the way in which industry is organized, 
and partly because of modern systems of taxation, it is very 
difficult nowadays for individuals to amass huge fortunes 
on their own and use them to establish new industries or 
provide welfare services. Instead, industrial growth is 
usually accomplished through business saving (retained 
earnings and capital cost allowances) and essential social 
services are provided by the government through taxation. 

Government tax policies can encourage economic devel- 
opment in a general way (when that is desirable) by leaving 
people more money to spend and thus broadening the 
demand for goods and services. It is sometimes argued that 
the government should go farther than this and use tax 
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Counting fireplaces provided a “fringe benefit’’— 
the first census of housing in England. 


The advantage of the old English system of 
“outdoor relief’ was that it enabled poor people to 
continue living in their homes, or at least with 
their relatives. Here is an example from a novel 
by Jane Austen, Emma, published in 1816. A 
gossipy old maid is speaking: 


“Poor old John—!/ have a great regard for him; 
He was clerk to my poor father twenty-seven 
years; and now, poor man, he is bedridden, and 
very poorly with the rheumatic gout in his joints— 
/ must go and see him today—And poor John’s 
son came to talk to Mr. Elton (the minister) about 
relief from the parish... . He cannot keep his 
father without some help... .~ 


The disadvantage of ‘outdoor relief’ was that 
employers, who knew that it was available, tended 
to pay low wages, because they relied on “the 
parish” to look after those in need. 


When, how, and why did Polymer and AECL 
get started? 


The citadel at Halifax, one of a chain of forts 
built at British expense to defend the British North 
American colonies— 





—drawing by Donald C. Mackay 


proceeds directly for investment in industry. In a com- 
pletely planned economy such as that of the USSR this can 
be done successfully, and there have been some examples 
in Canada of industries directly established by the govern- 
ment—notably Polymer Corporation Limited. However, 
Canadians would probably not be in favour of having the 
government play a much larger role in industrial develop- 
ment. For one thing, if tax revenue were to be used in this 
way it would be necessary either to increase taxes or to 
limit other government expenditures—on services such as 
social welfare. The government itself would be reluctant to 
increase its investment in industry because such investment 
alway carries risks. If the investment were highly successful 
and the government made huge profits, private business- 
men would be likely to complain that the government was 
competing unfairly with them. If the government sustained 
large losses as a result of unsuccessful investments, the 
taxpayers would complain that the government was wasting 
their money. 

Thus, even in a mixed economy, it is generally agreed 
that most business development should be left to private 
enterprise, while the proper role of government is to main- 
tain a suitable level of aggregate demand for goods and 
services and to provide directly those services which private 
enterprise cannot be expected to supply, such as social 
services, highways, and education. 


The development of taxation in Canada 


Britain found its overseas colonies very expensive: they 
needed military and naval protection, and the assorted 
governors (and their staffs) had to be supplied with houses, 
servants, horses, and all the trimmings of imperial grandeur. 
Already in the eighteenth century the British government 
had imposed taxes in the American colonies to raise revenue; 
this was one of the reasons for the American Revolution. 


TAXES ON IMPORTS When Canada was a collection of British 
colonies the major source of government revenue was cus- | 
toms duties on imports. Before Confederation, both Upper | 
and Lower Canada depended largely on customs duties for _ 
the revenue needed to pay for local administration. In 
Upper Canada there were small taxes on property but these 
did not exist in Lower Canada. 


220 The modern money economy 





Since most imports for both colonies came up the St. 
Lawrence River, the only port where there was enough 
import trade to be taxed regularly was Quebec City. By an 
agreement reached in 1795, Lower Canada arranged to pay 
Upper Canada one-eighth of all customs duties collected 
at Quebec, but the agreement did not work very well. From 
1797 to 1816 Upper Canada kept a customs inspector on 
the St. Lawrence to count up the goods imported into 
Upper Canada; then customs revenues were divided 
between the two provinces in proportion to the share of 
total imports at Quebec that went to Upper Canada. 
Finally, the Canada Trade Act of 1822 established Upper 
Canada’s share of customs revenues at one-fifth of the total. 
This arrangement lasted until 1840, but it had one serious 
drawback. The government of Lower Canada decided what 
the rates of duty should be on the basis of its own revenue 
needs. But Upper Canada was growing more rapidly than 
Lower Canada. It was receiving more immigration and 
experiencing more varied commercial development. As a 
result, it needed substantial sums of money for such things 
as roads, canals, and docks. When Upper and Lower 
Canada were united in 1840 the problem of how to divide 
customs revenue disappeared. 

Tariffs up to 1840 were levied mostly on manufactured 
goods from Britain, usually at a general rate of 2.5 per 
cent of the value of the goods ad valorem. There were no 
duties on food items such as salt, meat, wheat, and peas, 
but there were specific duties (so much per gallon or 
pound) on luxury goods such as wines, spirits, and tobacco. 
Some imports from the United States were admitted free 
of duty, but others were simply prohibited. The Canada 
Trade Act extended tariffs to certain commodities such as 
wheat, flour, and lumber, which had previously come in 
freely, and another act passed by the British Parliament 
in 1825 raised the general rate considerably. The big 
increase was opposed by the Canadian merchants because 
it raised their costs of production; when they raised the 
prices of their products to cover these costs, people did 
not want to buy them. Gradually the duties were again 
removed, first from agricultural imports from the United 
States and later from other essentials such as salt, drugs, 
cotton, wool, and lumber. However, in 1839 the general 
duty was raised again and in 1840 a general provincial 
tariff of 5 per cent was adopted for revenue purposes. 
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It was impossible to collect customs duties on 
imports from the United States because no one 
could watch all the little rivers and creeks by 
which boats arrived with goods. Smuggling in 
Upper Canada and also in New Brunswick and 
Nova Scotia was not only common but almost 
respectable. 


The Broken Jug, a play by the Canadian actor and 
humorist Donald Harron, emphasizes this point. 


Why were Canadians importing wheat, flour, and 
lumber? Because of poor transportation. PointA 
(say, Port Credit) might be importing lumber from 
the United States across the lake. Point B (say, 
Burlington) might be exporting lumber to the 
United States. Natural north-south lines were and 
are very powerful. 


“Corn” in England means “grain.” English land- 
owners had been protected by a tariff which had 
the effect of making foreign grain very expensive 
in England except in times of crop failure. When 
English landowners lost control of Parliament after 
the Reform Bill of 1832, English manufacturers 
gained dominance. They wanted cheap food, so 
that they could pay low wages to workers. There- 
fore, they pressed for repeal of the Corn Laws. 
(In those days, the working class lived mainly on 
porridge and bread.) 


For part of the time during which the reciprocity 
experiment was tried, the United States govern- 
ment was in the hands of Democrats (to 1860) 
who tended to believe in free trade. Then the 
Democratic president was succeeded by Abraham 
Lincoln, a moderate Republican. After Lincoln was 
assassinated in 1865, the Republican Party fell 
into the hands of rich eastern businessmen who 
favoured high tariffs. Thus the death of Lincoln 
hastened Canadian Confederation. 


After 1840 the farmers of what was now called Canada 
West (formerly Upper Canada) tried to have protective 
tariffs introduced, as well as tariffs for revenue. They 
wanted duties levied on imports, especially of American 
agricultural products, notably wheat, so as to encourage 
or protect Canadian production by making wheat from the 
United States more expensive and therefore less attractive 
to buy. At the same time, Canadian wheat exported to 
Britain came under a special low rate of duty there, so that 
Canada had an advantage, or tariff preference, in the 
British market. But in 1846 Britain repealed the notorious 
Corn Laws and adopted free trade: this meant that Cana- 
dian wheat no longer entered on specially favourable terms 
but had to compete with imports from other countries. 

The loss of tariff preferences in the British market led 
the British provinces in North America to seek free trade 
with the United States, hoping that this would help to 
develop a market for Canadian goods in that country. 
“Reciprocity,’ which means that both countries allowed 
certain of each other’s imports to cross the border free of 
tax, was enacted in 1854 and lasted until 1866, when the 
United States ended the arrangement. The British provinces 
were trying to find their economic future as part of the 
North American continent developing as a whole. Through- 
out Canada’s history there have been people who argued 
that economically, if not politically, Canada and the United 
States should develop together and not separately, but this 
twelve-year period of reciprocity was the most compre- 
hensive experiment so far attempted in that direction. The 
idea has never completely disappeared; nowadays it seems 
to be gathering momentum again, judging by developments 
such as the Canada-U.S. auto agreement. 

Although import duties had been used to some extent 
before Confederation as a means of protecting Canadian 
industry, their main importance, as already noted, was as 
the chief source of government revenue. In the period 
immediately following Confederation, revenue was still the 
major consideration and, although raw materials entered 
the country duty-free, most manufactured goods paid a 
duty of 15 per cent ad valorem, with higher taxes on luxury 
goods. In 1874 this revenue was found to be inadequate and 
the general duty was increased. 

A severe depression in the late 1870's caused the gov- 
ernment, under Sir John A. Macdonald, to work out a new 
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tariff structure which, in addition to yielding an adequate 
revenue, was designed to protect goods which were manu- 
factured, or could be manufactured, in Canada. 

It is important to be aware of what happened during this 
period of Canadian history because it provided the imme- 
diate background for Confederation, which took place in 
1867. The end of reciprocity (which coincided with some 
other significant developments, like the plans to build 
railways linking east and west) encouraged the British 
provinces to draw together, to federate, and to embark on 
a “National Policy” of industrial protection through high 
tariffs. The iron and steel industry, textiles, and farm 
machinery were all protected by special high rates of duty 
on imports. Such duties certainly encouraged the develop- 
ment of Canadian industries in these fields. However, by 
permitting the development and persistence of some pro- 
duction which was a good deal less efficient and more 
costly than comparable industry in the United States, the 
high-tariff policy laid the groundwork for serious economic 
problems in the twentieth century. 

High tariffs have remained a basic feature of the Cana- 
dian economy since Confederation. But in recent years this 
tradition has been considerably modified, partly because 
of association with the carr (the General Agreement on 
Tariffs and Trade), the international arrangement through 
which many countries are working together to reduce 
customs tariffs and other barriers to world trade. Another 
reason for breaking down some of Canada’s high tariffs 
might be characterized as “enlightened self-interest.” For 
example, the automobile agreement with the United States 
is based on mutual elimination of tariffs on new cars and 
parts sold across the border. Also, duties have been removed 
on certain other types of machinery and equipment which 
are essential for Canadian production. In the late sixties, 
another reason for lowering tariffs was to encourage compe- 
tition and help keep domestic prices down. 


TAKES ON INCOMES AND SALES The first world war greatly 
increased the burden of government expenditure (mostly 
for military purposes) in Canada as in all the other coun- 
tries involved. New sources of revenue were required. In 
1916 a tax on business profits was introduced—a corporation 
tax—and in 1917 an income tax. Both are taxes on current 
income: the first applies to incomes of business firms and 
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Sugar price is sweet 

Interested in the price of sugar? The 
price you pay for a bag of sugar is partly 
determined by the tariff rate paid when 
sugar is imported into Canada. At the 
request of the Minister of Finance, the 
Honourable E. J. Benson, the Tariff Board 
reviewed the rates of duty and tariff nomen- 
clature for sugar and its related products. 
The Board held hearings in January at 
which CAC presented a brief requesting 
that the tariff on raw sugar be eliminated 
and the tariff on refined sugar be lowered 
substantially. 

Tariffs are set by countries to give new 
domestic industries some protection against 
international competition. The tariff is 
usually set at a level which will raise the 
price of an imported product just above 
that of the domestic product. The reason- 
ing is, of course, that the consumer will 
buy the domestic product thus giving the 
infant industry a start towards mass pro- 
duction and mass markets. In the case of 
sugar, the time has long passed when this 
industry could be considered to be just 
developing. 

Two other factors are important. The 
sugar beet producers in Canada receive 
deficiency payments as well as tariff pro- 
tection. CAC feels that, if these producers 
are to be subsidized, the direct method of 
payment is preferable to a tariff schedule 
since the direct subsidy does not impose 
a tax on the consumers of sugar and the 
cost of such a subsidy can be calculated 
more precisely. 

The second factor which should be men- 
tioned is that some refiners have been con- 
victed under the Combines law of exploiting 
the market by engaging in price and market 
sharing agreements. A reduction of the 
tariff on refined sugar, to at least exclude 
“monopoly” profits seems to CAC to be 
necessary. : ae 


—from Canadian Consumer, March/April, 1970 


In 1969 the rate of the federal corporation income 
tax was 18 per cent on the first $35,000 of taxable 
income and 47 per cent on income in excess of 
$35,000. Federal personal income tax rates vary 
according to the income level of the taxpayer, from 
11 per cent to 80 per cent. 


Provincial taxes in 1969 ranged from 10 to 15 
per cent. These rates do not include the Old Age 
Security tax or the Social Development tax. Nor 
do they include surcharges that may be imposed 
at either or both federal and provincial levels from 
time to time. 


What are the current rates ? 


Excise taxes are taxes imposed on the manufacture, sale, 
Or consumption of certain commodities within a country. 


Export taxes are collected from the exporters of certain 
commodities, on the basis of either value (ad valorem) or 
quantity, before the goods can be cleared by customs to be 
shipped out of the country. 


Import taxes, or customs duties, are collected from the 
importers of certain commodities, also on the basis of either 
value or quantity, before the goods can be cleared by customs 
to be brought into the country for either use or resale. 


In 1969, corporations paid a 3 per cent Old Age 
Security tax. 3 per cent of the federal sales tax is 
earmarked for pensions. Individuals paid a tax of 
4 per cent of their net taxable income, up to a 
limit of $240. 


the second to incomes of individuals. Taxes on current 
income have become the largest source of government 
funds: together they now account for about half of total 
federal revenue. 

Soon after the first world war, a federal sales tax was 
introduced. This has become the third most important 
source of national revenue. The federal sales tax is some- 
what less familiar than the provincial sales tax because it 
is collected from manufacturers rather than from consumers. 
Of course, it is included in the prices of goods consumers 
buy, but it is an indirect rather than a direct form of tax. 
In general, it applies to all goods produced in Canada or 
imported, except those which are specifically exempted 
by law. The list of exemptions includes a wide range of 
items considered essential for the life of the economy, such 
as foods, electricity, fuel, industrial raw materials used in 
manufacturing, and machinery for farming or mining. 

In addition to the indirect federal sales tax, further 
indirect excise taxes are levied on items which are con- 
sidered to be luxuries, such as television sets, record players, 
cosmetics, jewellery, playing cards, tobacco, and matches. 
Imported luxuries are subject to a third level of indirect 
taxation through excise duties. These apply chiefly to alco- 
holic beverages and tobacco products. Excise duties are 
generally not applied as a percentage of the value of the 
product but as a specific sum per gallon of alcohol or per 
thousand of cigarettes. These duties are usually substantial, 
amounting to considerably more than the actual cost of 
importing the items. 


EARMARKED TAXES When universal Old Age Security pay- 
ments were introduced in 1951 there was a good deal of 
discussion about how the government would pay for them. 
The simplest way would have been to raise the level of 
taxation and provide the payments out of the government's 
general revenue year by year. Since all Canadian residents 
are entitled to these payments when they reach retirement 
age, the benefits received by the individual taxpayer are 
somewhat easier to identify than some of the other benefits 
for which his taxes are used, such as lighthouses and federal 
penitentiaries. In order to help taxpayers see what they are 
paying for Old Age Security, earmarked taxes are used. 
Old Age Security taxes are really just additions to the 
personal income tax, the corporation tax, and the sales tax, 
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but they are calculated and collected as though they were 
separate and special taxes for this purpose. The amounts 
raised are only roughly equal to the cost of providing Old 
Age Security, since that would vary from year to year, 
depending on the number of recipients compared to the 
number of taxpayers. If the revenue from the earmarked 
taxes in any given year should be less than the amount 
needed for payments, the government would make up the 
deficiency from general revenues. If the revenue were larger 
than needed, the excess would be added to general reve- 
nues and used for other current expenditures. 

Another earmarked tax is the Social Development Tax, 
introduced in 1969. This is added only to personal income 
taxes. The tax is earmarked so that taxpayers will be led to 
feel that they are making direct contributions to social 
welfare programs, particularly “medicare.” 

Old Age Security and Medical Care Insurance are 
financed differently from the Canada Pension Plan. The 
latter is also a government program for old age security, 
but the amounts paid in by individuals are called contribu- 
tions rather than taxes and are based on earnings. They 
are somewhat like insurance premiums. Canada Pension 
Plan contributions are completely segregated: they are not 
added to general government revenue but go into a special 
fund from which pensions are paid. When the fund is 
larger than the amount needed for pension payments, the 
excess is lent by the federal to the provincial governments. 
If, in any year, the fund should not be large enough to 
meet the total cost of pension payments, it could borrow 
additional money from general government revenues. 


Present-day tax policy 


To meet its varying expenditures, the government requires 
tax money. What considerations influence the kinds of taxes 
to be chosen? Some answers to this question are obvious: 
for example, most people would agree that it makes sense 
to raise revenue by taxing luxuries (goods and services 
most people can manage without). It is also easy to under- 
stand why the federal sales tax is not applied to food prod- 
ucts which are considered essential. But in times of emer- 
gency, such as wars, when the government's spending has 
to rise sharply and tax revenue must be increased, other 
considerations may become important. 


Hoses Dols 


Strange things can happen to any funded plan, 
whether it is run by a government or a private 
company. Unexpected demands may disorganize 
the pay-out rate of the fund. For instance, the 
great flu epidemic of 1918, which killed more 
Canadians than the 1914-1918 war, had a very 
bad effect on life insurance companies—this was 
before the days of hospital insurance and medicare. 


The Social Development tax is added to personal 
income tax at the rate of 2 per cent on taxable 
income, up to a maximum of $120. 


The reasoning behind luxury taxes— 


If you want a purple plaid bathtub, all right. If 
you want it badly enough, you should pay a tax, 
so that some less fortunate citizen can be helped 
to get a plain white bathtub. 


Do you agree? 


In 1969 deferred depreciation was again intro- 
duced—for a period of a year and a half (later 
extended)—on investment in building construc- 
tion in urban centres with a population of over 
50,000 at the time of the 1966 Census, in 
the provinces of Alberta, British Columbia, and 
Ontario. The government wished to slow down 
the rate of price and cost increases which were 
particularly evident in the larger centres of those 
provinces. 


For example, during wartime the number of workers and 
the supplies of steel which can be spared for producing 
private automobiles is reduced; most of the nation’s 
resources must go into defence equipment. Moreover, auto- 
mobiles cannot be imported from other countries, since 
they may be at war too, and in any case transportation is 
very difficult because all the ships are needed for military 
purposes and the seas are not safe. At the same time the 
demands of wartime production have probably ensured that 
everyone is working and earning good wages. Many people 
would like to buy cars, but there are not enough cars to go 
around. It is very difficult for the government to decide 
whether it is the Mackenzies or the Lalondes who should 
have the next available car. If no one interferes in the 
decision the car will probably go to the family willing to 
pay the highest price. The winning family will then have 
paid too much for its car, the losing family will be resentful, 
and the dealer will have made a large extra profit. By 
levying a substantial tax on new cars in wartime, the gov- 
ernment discourages people from buying cars, but makes 
sure that everyone who does buy a car must pay a much 
higher price; thus there are fewer buyers. The extra money 
goes to the government to help pay for defence, rather than 
to a lucky dealer. 


SPECIAL TAXES ON INCOME A special kind of tax which has 
been used in emergencies is the excess profits tax, levied at 
a much higher rate than the regular corporation tax, on that 
part of profits which is over and above what is regarded as 
the normal range. 

One aspect of business taxation which has been used in 
Canada for some time as a part of tax policy is the capital 
cost allowance, or depreciation allowance, according to 
which a share of business profits is exempted from taxes to 
allow for the repair and replacement of equipment. During 
the Korean War the government introduced “deferred 
depreciation” for a two-year period for certain kinds of 
investment. The aim was to discourage or to delay less 
essential types of investment. A developer might delay a 
large building project if he knew that he could not claim 
the capital cost allowance for two years, but would have 
to pay taxes in full on his profits during that time. Later, 
in the 1960's, the government introduced “accelerated 
depreciation” to encourage some kinds of investment which 
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were expected to help improve the level of general business 
activity. Tax allowances on the profits of these investments 
could be claimed at higher rates over a shorter period of 
time than those applying to other investments. 

Another special kind of tax which is used in many 
countries and is to be introduced in Canada, is a capital 
gains tax. This tax applies when a taxpayer buys a capital 
or financial asset, such as land, or some shares of stock, and 
later sells it at a profit. The justification for levying such a 
tax is that a realized capital gain results in more power to 
get additional goods and services just as wages and salaries 
do. Moreover, profits of this kind usually reflect an element 
of luck as well as judgment, and are not earned in the 
same way as current income. For example, suppose oil is 
discovered on a piece of land, which then becomes fan- 
tastically valuable. The owner might sell the land to an oil 
company for much more than he paid for it originally. Or 
suppose that a new subway route goes past a house which 
is then bought for a large sum by an apartment developer. 
In both cases, the seller is making a capital gain. Suppose 
that a company whose shares you hold invents a product 
which suddenly becomes popular, like small snowmobiles 
used for sport. The price of the shares rises sharply; many 
shareholders sell—the profit is a capital gain. 

In Canada it has been argued that a capital gains tax 
might discourage investors from putting money into neces- 
sary projects, such as mines and oil wells, which need large 
sums for development if the Canadian economy is going to 
reach its full potential. The contrary view has also been 
argued: such a tax might spur people to make more risky 
investments hoping to keep more after-tax gain if they 
succeed. The opposite approach to investment has been 
used in Canada in the past: in other words, people who 
put money into Canadian mines, oil wells, and industries 
have been allowed tax reductions. There is no real evidence 
that these measures produced more investment than would 
have occurred in their absence. 


THE TAX srRuctURE The capital gains tax can be a useful 
way of increasing government revenue without penalizing 
people with low incomes, who are usually not able to hold 
much in the way of capital assets in any case. This con- 
sideration underlies the structure of the income taxes used 
in Canada. Both corporate and personal income taxes are 
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If you buy a bond, you receive an income every 
year and pay tax on that income. If you decide to 
spend the same money on a painting, and then 
sell it in ten years for twice as much as you paid 
for it, you have certainly made a profit. Should 
you pay tax on this profit? Those who approve of 
a capital gains tax say “yes” and those who 
disapprove say “no.” 


What is your opinion? 


Zambian Leader Seeks 


Easier Tax Treatment 
Of Mining Compames 


By a@ WALL STREET JOURNAL Staff Reporter 

LUSAKA, Zambia—President Kaunda said 
his budget, to be submitted later this month, 
will call for more liberal tax ean for 
mining companies. 
Mr. Kaunda told ou nlament that the 
changes ‘‘should effectively eliminate taxation 
as an obstacle to mining development.’’ He of- 
fered the liberalization last August when he an- 


nounced government plans to take a 51% inter- 


est in mining operations, 

The two major mining companies, Roan 
Selection Trust Ltd. and Anglo American Corp. 
had complained that the Zambian royalties 
were based on copper prices on the London 
Metal Exchange rather than on the profitabil- 
ity of mines. — 


—from The Wal/l/ Street Journal, Jan. 8, 1970 
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The jog in the curve represents the level at which 
the Social Development tax and the Old Age 
Security tax levels out. 


Sales taxes can pyramid the price of a product. 


Pick an item in everyday use and try to find 
out how much of what you pay for it goes 
to federal and provincial governments in the 
form of taxes, direct and indirect. 


Suppose that you believed published reports 
that your provincial retail sales tax would be 
raised by 2 percentage points within 6 
months. What goods would you buy now 
to avoid the increase in costs? 


Estimate whether it would be worth your 
while to buy some or all of them on credit. 





progressive; tax rates are higher in the higher income 
brackets. For corporate income tax it is sufficient to note 
that companies with smaller earnings pay taxes at a lower 
rate, while companies with large profits are taxed more 
heavily. For personal income tax the principles involved 
are a little more complicated: the tax is progressive and it 
is graduated, which means that it is not applied at a flat 
rate but rises in steps according to the income level of the 
taxpayer. A person whose income is $20,000 pays a larger 
percentage of it, as well as a larger absolute amount, than 
a person whose income is $6,000. 

How to decide what actual tax rates should be, and at 
what levels of income the rates should jump from one 
bracket to another, calls for careful judgment. The govern- 
ment must first take into account what total revenue the 
personal income tax should be expected to yield to enable 
it to carry out its expenditure program. It must also consider 
the cost of living and the number of taxpayers earning 
incomes at the different levels. 

The opposite of a progressive tax is a regressive one: a 
tax that bears most heavily on the people with the lowest 
earnings. For obvious reasons, the federal tax system, which 
has been the main vehicle of government tax policy, does 
not make much use of regressive taxes, although some 
elements of the sales tax—such as taxes on soap, sheets 
and towels, or pots and pans—should probably be described 
in this way. If the federal sales tax applied to essential 
foodstuffs it would certainly be regressive. People whose 
earnings are low must spend a large portion of their 
income on food, and if this food were taxed as it was sold 
by the manufacturer it would mean that low-income con- 
sumers were paying a larger proportion of their incomes in 
taxes than wealthy people for whom food purchases account 
for a much smaller share of income. For similar reasons, 
the federal sales tax does not apply to children’s clothes. 
However, there are probably a number of items subject to 
the federal sales tax which would be regarded, at least by 
some people, as essentials that should be tax-free. One 
problem, of course, is that sometimes items considered 
essential by one family, such as dog food or flower seeds, 
are not used at all by another. 

Certain other taxes, such as property taxes, motor vehicle 
fees and licences, or highway tolls (usually levied by the 
provinces) may be regressive, although they can also be 
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TYPICAL TAXES PAID BY A FAMILY OF FOUR WITH AN INCOME OF $5200 PER YEAR 
(resident in census metropolitan areas in Canada — rates effective January 1, 1969) 


NFLD. olealls N.S. N.B. 
$ $ $ $ 
income tax —federal 339 339 339 339 
—provincial 85 85 85 85 
property tax —municipal 103 250* 326 279 
general sales tax —federal 153 153 153 153 
—provincial 139 85 65 95 
excise taxes and special 
commodity levies 
cigarettes —federal w3 73 73 73 
—provincial 37 29 7 15 
beer and liquor —federal 29 29 29 29 
—provincial 47 54 47 49 
other —federal 12 12 12 12 
motor vehicle licences and 
gasoline taxes —provincial 174 151 133 140 
customs duties —federal 50 50 50 50 
Unemployment Insurance and 
Canada or Quebec Pension Plan 156 156 156 156 
Hospital Insurance premiums 
—provincial — — — = 
Medical Care Insurance premiums 
—provincial _ _ _ - 
other provincial taxes 10 22 2 2 
total taxes 1407 1468 1477 1477 
as % of income 27.1% 28.2% 28.4% 28.4% 


SOURCE: Canadian Tax Journal XV\\|: 2, March—April, 1969 


viewed as neutral—proportionate to the taxpayer’s use of 
the thing taxed. Some people argue that pension and 
medical-care contributions are regressive; others believe 
that these programs should be regarded as insurance. There- 
fore, they say, contributions should be made at flat rates 
for every one, like premiums, and not—like taxation— 
related to income. 


VARIABLES OF TAX POLICY In addition to varying the tax 
burden by using graduated rates, the government can intro- 
duce further variations through tax exemptions, which are 
reductions in the amount taken into account for tax pur- 
poses (taxable income). In Canada everyone has a basic 
exemption and there are additional exemptions for old 
people and people with children or other dependants. 
There are also tax deductions, which are taken off the 
taxable income before the tax is calculated. These include 
contributions the taxpayer is making towards a pension plan 
(either a government plan or a registered private plan). 
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eae ONT. MAN. SASK. ALTA. B.C. 


$ $ $ $ $ $ 
273 339 339 339 339 339 
214 85 100 100 85 85 
375 271 293 271 256 216 
153 153 153 153 153 153 
133 79 87 Ths) = 93 
73 73 73 73 73 73 
29 44 29 26 = = 
29 29 29 29 29 29 
39 37 46 48 47 40 
12 12 12 12 12 12 
145 ie? 125 120 107 99 
50 50 50 50 50 50 
156 156 156 156 156 156 
— 132 86 48 = = 
— 177 — 24 200 150 
— 2 2 = = 5 


1681 1771 1580 1524 1507 1500 
32.3% 34.1% 30.4% 29.3% 29.0% 28.8% 


* 


estimated 


Once there were no tax deductions for dependent 
children over 16 years of age, unless they were 
mentally or physically handicapped. Over the 
years the age limit for infant dependants has been 
raised because more young people are staying at 
school. Now the government relieves parents of 
some tax if they have dependent children under 21 
who are attending school or university full-time. 





When the person retires and receives his pension, he will 
have to pay taxes on it, but by then his income will be 
lower and the tax will be less. In this way pension plan 
payments are taxed only once, not twice, and the rate of 
tax favours the individual, not the government. Family 
allowances, however, are not subject to tax at all. Other 
deductions are allowed for alimony payments or separation 
allowances, for medical expenses above a certain level, and 
for charitable donations. 

Finally there are tax credits, such as the dividend tax 
credit for people who hold shares in Canadian tax-paying 
companies. Whereas exemptions and deductions reduce the 
amount of income on which tax is payable, tax credits 
phos by LRG reduce the amount of tax after it has been calculated. 

: / It is clear that there is a good deal of scope for judgment 
The Department of National Revenue provides 4 ; ; 5 
ailides to lunicomertextiomme= the Titi ehortand) el the structure of income taxes. Each time the federal 
the T-1 general. These should be available at your. government presents its annual budget to the House of 
local post office. Commons its tax policy is carefully reconsidered. 
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PROPOSALS FOR TAX REFORM 





While the bits and pieces of the tax structure make sense in themselves they do not form a unified system. 
It was this situation which led the government in 1962 to set up the Royal Commission on Taxation with Mr. 
Kenneth Carter as Chairman. The Carter Commission was “to inquire into and report upon the incidence and 
effects of taxation imposed by Parliament... upon the operation of the national economy, the conduct of 
business, the organization of industry and the positions of individuals; and to make recommendations for 
improvements in the tax laws... .” 


The Report of the Carter Commission was published in 1967. It was one of the most comprehensive studies 
of taxation ever carried out anywhere in the world and it recommended far-reaching and fundamental changes 
in the tax system. The Report attracted widespread interest and the government received many letters and 
briefs expressing a variety of opinions on it. The government took some time to study the Carter Report and 
the reactions to it, and it was not until 1969 that the Minister of Finance, Mr. E. J. Benson, first presented his 
White Paper ‘’Proposals for Tax Reform.” 


Mr. Benson gave six main reasons for undertaking tax reform: (1) Canadians in lower income tax brackets 
face a heavy total tax burden; (2) important forms of income and benefits escape taxation; (3) tax can be 
avoided under the present law by clever devices; (4) wage earners are unable to deduct many legitimate 
expenses from taxable income ; (5) corporations are taxed in ways that are open to abuse and fail to recognize 
their differing relationships with shareholders; (6) the mineral industries enjoy special tax benefits that are 
unnecessarily costly and inefficient. 


Some of the Benson proposals were very close to the recommendations of the Carter Commission, but others 
were quite different. The following examples illustrate this. 
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SOME CARTER PROPOSALS 


e The income of a family (husband, wife, and dependent 
children living at home) should be lumped together and 
taxed as a unit on a separate rate schedule. 


Basic personal exemptions could be replaced by zero rate 
brackets. That is, instead of listing your total income and 
deducting standard amounts according to whether you are 
single, married, or have dependent children and other 
relations, and paying tax on the remainder, starting at a 
moderate rate, your tax is calculated on your actual income 
subject to just a few minor deductions, but the rate at the 
lower end of the scale is zero. When there is a tax payable, 
any deductions are made from the tax itself. This should help 
people with low incomes because the level at which taxation 
would start would be raised. 


Personal and corporate income taxes should be integrated. 
Canadian corporate profits would be taxed at a flat rate of 
50 per cent—the maximum rate proposed for individuals. 
The corporate tax would be paid by the corporation on 
behalf of the shareholder, who would be entitled to a full 
tax credit when the income was distributed to him. This 
would benefit shareholders who were in the tax bracket 
below the 50 per cent level, since they would get a rebate 
of some of the tax already paid on their dividends. The 
proposal, if put into effect, would encourage people of 
moderate income to invest in Canadian companies. 


All capital gains should be fully taxed and all losses should 
be deductible in full. Gains from the sale of family residences 
and farms would be exempt up to a lifetime limit of $25,000. 
Losses on family homes would not be deductible but losses 
on most other property would be. When an individual or 
corporation left Canada his assets would be valued as if he 
had sold them at market prices, and he would be taxed on 
the gain which had taken place. 


Gifts and bequests would be treated as income and taxed at 
full progressive rates, except within the immediate family 
(husbands, wives, and dependent children). 


Employees would be allowed to deduct expenses “reason- 
ably related to the earning of income” but tough limits would 
be applied to deductions for travelling and entertainment. 


The three-year tax exemption of new co-operatives should 
be discontinued ; co-operatives and credit unions should be 
taxed at the corporate rate on their taxable incomes. Patron- 
age dividends of co-operatives and interest and dividends 
paid in cash to members of credit unions would be deductible 
from taxable income. 


The corporate tax field should be used exclusively by the 
federal government. The provinces should be allowed to 
levy an indirect retail sales tax. The federal government 
should resist providing the provinces with a bigger share of 
personal income tax. 


SOME BENSON PROPOSALS 


e Taxing the family as a unit might be considered as a further 


instalment of reform, but the government is not prepared to 
follow the rates set out in the Carter Report because they 
would impose a “tax on marriage.’ Some expenses incurred 
by single-parent families ((such as part of the costs of 
baby-sitting, day nurseries, boarding schools, and camps) 
would be deductible from income. 


For “closely held” corporations (proprietorships or partner- 
ships and private limited companies) the tax rate would be 
raised gradually from 21 to 50 per cent of taxable income. 
Shareholders would receive credit for the full amount of the 
tax paid by the corporation. For “widely held” corporations 
the tax rate would remain at 50 per cent of taxable income, 
but shareholders would get credit for only half of the 
Canadian corporation tax paid by the corporation on the 
profits trom which the dividend was paid. 


All or part of capital gains (depending on the kind of asset) 
would be included in income and taxed. All or part of 
capital losses would be deductible from taxable income. 
There would be no tax on the initial value of assets. These 
would be valued on “‘valuation day,” when the new system 
would be introduced. Capital gains on the sale of homes 
would not be taxed unless the profit exceeded $1000 a year. 
That is, if you owned a house for 12 years, and had spent 
$3000 on repairs and improvements and then sold it for a 
profit you would not be taxed on the gain unless it amounted 
to more than $15,000. Shares would be revalued according 
to market price every 5 years and half of the resulting gain 
or loss would be taken into account in that year. 


A person making a gift would continue to be treated as if he 
had sold the asset at fair market value, while the person 
receiving the property would be treated as if he had pur- 
chased the asset for fair market value. A person who 
inherited assets would be treated as if he had purchased 
them at their cost from the person who died. There would 
not be a capital gains tax unless or until the executor or 
beneficiary disposed of the asset. 


No deductions would be allowed for business entertainment. 


The three-year exemption from tax of new co-operatives 
would be discontinued. Co-operatives and credit unions 
could continue to reduce their taxable income by the amount 
of patronage dividends and interest paid to members, but 
the allowable interest would be fixed in relation to govern- 
ment bond interest rates. 

Both federal and provincial jurisdiction should retain access 
to wide powers of taxation. It would be a mistake to fix a 
limit to the amount that could be raised in taxes by either 
the provinces or Ottawa. Such a broad approach calls for 
harmonizing spending and taxing policies if the interests of 
the taxpayer are to be protected. 
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Taxes account for more than 80 per cent of total 
government revenue. 


In 1968 the federal government's share of total 
tax revenue was 52 per cent; its share of non-tax 
revenue was 31 per cent. Federal government 
spending (not including intergovernmental pay- 
ments) accounted for about 41 per cent of overall 
government expenditure. The provinces accounted 
for 26 per cent, the municipalities for 26 per cent, 
and hospitals for 8 per cent. 


In 1968 government expenditures at all levels 
amounted to 33.3 per cent of the GNP, compared 
with about 12 per cent in 1925 and 14 per cent 
in 1938, just before the second world war. It must 
be remembered, however, that government ex- 
penditures include transfer payments and subsidies 
by governments to individuals and groups (about 
half of total spending in 1968). 


For more details on government revenue and 
expenditure, consult pages 65-79, especially the 
tables on pages 74-77. Also check the most 
recent edition of the Canada Year Book, or obtain 
a copy of The National Finances, published annually 
by the Canadian Tax Foundation. 


THE DIVISION OF TAXING POWERS IN CANADA 


So far this 
discussion of taxation has emphasized federal taxes—partly 
because up to now federal taxation has been much the most 
important. But, of course, Canada has three levels of gov- 
ernment—federal, provincial, and municipal—and all of 
these governments require funds to carry out their particu- 
lar responsibilities towards the public. The division of 
responsibilities—expenditures—and of revenues between 
federal and provincial governments and provincial and 
municipal governments reflects the constitutional structure, 
which has been greatly changed by the course of Canadian 
history over the past century. 

The British North America Act gave the federal govern- 
ment broad powers to levy any kind of tax that might be 
considered necessary. The provinces could levy only direct 
taxes—taxes like income tax which are collected directly 
from the taxpayer. The provinces do not have the power 
to introduce indirect taxes, like the federal sales tax, which 
is collected from the manufacturer when he sells his prod- 
uct and paid only indirectly by the consumer in the form 
of higher prices. On the other hand, the provinces can 
and do levy retail sales taxes. These taxes are paid directly 
by the consumer as a percentage of his bill at the depart- 
ment store, restaurant, or gas station. The provinces can 
also levy succession duties on inherited property (although 
most of them no longer do so) and impose fees—for fishing 
licences, for example, or for leases for oil exploration. 

Municipal governments come under the authority of the 
provinces, and therefore can also levy only direct taxes. The 
main source of municipal revenue is property taxes—taxes 
on real estate. 

Until fairly recently it was believed that the federal 
government should have the major share of both expendi- 
ture and revenue. The Rowell-Sirois Report recommended 
more centralization of government authority in Canada and 
said that the federal government should shoulder the 
responsibility for social welfare programs. This led directly 
to the introduction of unemployment insurance in 1940, and 
in 1941 the federal and provincial governments agreed to 
a plan for sharing tax revenue on a “rental” basis. The 
provinces agreed to vacate the “field” of personal income 
tax. In return, the federal government used direct taxes to 
raise revenue and then turned over a part of this revenue to 
the provincial governments. 
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A series of similar agreements, usually lasting for five 
years, continued this system until 1962. At that time the 
arrangement was changed. Instead of the federal govern- 
ment “renting” part of the tax field from the provinces 
and paying compensation for doing so, the provinces began 
again to levy their own personal and corporate income taxes 
and estate taxes, in addition to the taxes levied by the 
federal government. The federal government still sets 
income tax rates at about the same levels but the federal 
tax payable is “abated” (reduced) by a percentage which 
corresponds to the rate charged by the province. This sys- 
tem is usually called “tax sharing” instead of “tax rental.” 
Tax sharing does not necessarily mean more money for the 
provinces than tax rental but it gives them the opportunity 
to impose additional surcharges on personal or corporation 
income taxes when and if they wish to do so. 

All the provinces but Quebec have agreed that the total 
personal income tax should be collected by the federal 
government and then turned over to the provinces. This 
means that the taxpayer does not have to send in two dif- 
ferent tax returns. The form which he fills in and sends to 
the federal government shows how much of his tax goes to 
the federal government and how much to the provincial 
government. The federal government also collects corpo- 
ration income tax for all provinces except Quebec and 
Ontario. 

Why should a province want to levy its own taxes? Partly, 
of course, this reflects its desire for more authority and 
independence, and its feeling that certain expenditure 
programs should be worked out separately by the province 
to suit its own regional conditions, rather than managed on 
a uniform basis by the federal government. More important, 
however, is the fact that many of the recent developments 
in Canada have been in areas of provincial jurisdiction. 
Two good examples are education and highways. 


Fiscal policy in Canada 


Until quite recently it was believed that government spend- 
ing should be almost entirely matched by taxation each 
year. In other words, the government was expected to 
balance its budget. Of course, in wartime or other emer- 
gency situations it was sometimes impossible to raise taxes 
by enough to cover new spending needs without reducing 
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Urban renewal in Saint John, New Brunswick— 


before 





after 





—photos courtesy of CMHC 


Where does the money come from? 


UNEMPLOYMENT AND CONSUMER PRICES 
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SOURCE: Canadian Imperial Bank of Commerce, 
Commercial Letter, July-Aug. 1969 


The business cycle can be illustrated by trends in 
unemployment and prices. In recession periods, 
prices are stable while unemployment rises. As 
demand expands, unemployment declines and 
prices move up. 


family incomes too far. In such circumstances the govern- 
ment might have to borrow additional funds, but this was 
supposed to happen only on a temporary basis. 

In the great depression of the 1930's tax revenues fell 
sharply below the level of government expenditures, 
because so many people were unemployed and not earning 
the incomes on which taxes could have been levied. The 
governments of both Canada and the United States 
promptly raised tax rates, so that those who were still pay- 
ing taxes would pay more, and total tax revenue would 
again cover government expenditures. But the result of 
raising tax rates was that even less income was left for 
consumer spending, sales of consumer goods declined even 
more, and so did employment and incomes. This process 
defeated itself by reducing the tax base, the income on 
which taxes are paid, and also deepened the depression. 


THE BUSINESS CYCLE Increasing taxes in a depression or 
recession would be unthinkable today, because ideas about 
how the economic system works have changed a great deal, 
mostly as a result of the work of a great English economist, 
John Maynard Keynes, later Lord Keynes. 

Keynes published his most famous book, The General 
Theory of Employment, Interest and Money, in 1936, 
during the great depression. In this book he wrote about 
the trade cycle (now usually called the business cycle), a 
subject which had already attracted a good deal of attention 
from other economists, but had suddenly become critically 
important because of the severity of the depression and the 
extent to which whole economies in North America and 
Europe as well as in England were affected. 

Keynes described the cycle as he saw it. For a number 
of years economic activity tends to expand rather rapidly 
as investment and employment in a wide range of industries 
move ahead together. Businessmen see that by increasing 
production they can increase sales and profits. But at a 
certain point it seems that further increases in production 
will no longer increase the rate of profit, because costs are 
rising as rapidly as prices. Confidence begins to ooze 
away and, one after another, business firms stop expand- 
ing. Employment stops rising: there are no jobs for people 
leaving school. Incomes stop rising and so does consumer 
spending. Later, employment might actually decline, drag- 
ging incomes and spending down with it. As spending 
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declines, the overall demand for goods and services is 
smaller, and employment is reduced still further. 

Keynes said that the right way to avoid or cure depression 
was to keep up employment and spending power, now often 
referred to as aggregate demand. As long as people have 
money to spend, goods will be sold, and production will 
be profitable. It followed from this line of reasoning that 
the role of the government in a recession was to offset 
the reduction in private investment by increasing its own 
spending on whatever useful projects could be found to 
employ people and to make sure they were receiving 
income, which in turn would be spent. Keynes agreed that 
it would be nice to use available labour for socially useful 
projects like building new houses, but “if the treasury were 
to fill old bottles with bank notes, bury them at suitable 
depths in disused coal-mines which were then filled up to 
the surface with town rubbish, and leave it to private enter- 
prise .. . to dig the notes up again . . . there need be no 
more unemployment . . . ; the real income of the community, 
and its capital wealth also, would probably become a good 
deal greater than it actually is.” 

Nowadays it is taken for granted in most countries that 
government budgets need not be balanced every year, 
although they may be balanced on average over a number 
of years. In some years (during periods of recession and 
unemployment), a government may adopt a deficit position 
—it will spend more than it collects. In other years (in 
inflationary periods when the private sector of the economy 
is already spending too much and the government wants to 
prevent costs and prices from rising too fast), it will move 
to a surplus position—where revenues exceed expenditures. 

Although many of Keynes’ ideas are taken for granted by 
economists now, they have been very slow to win general 
public acceptance. It was not until 1964, nearly thirty years 
after his major work appeared, that the United States 
government deliberately cut taxes to sustain the level of 
consumer spending and keep the economy in a state of 
expansion. Canada did the same thing in 1965. 


THE BUDGET AND FISCAL POLICY Present-day fiscal policy 
stems largely from Keynes’ way of thinking. Note that fiscal 
policy is not the same thing as tax policy. Tax policy relates 
to changes within the tax structure: questions such as 
whether to rely more heavily on personal income tax or on 
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Low 


Keynes, as seen by the greatest cartoonist of his 
day—tThe chair (inset) now the property of one of 
the authors, was frequently used by Keynes at 
Cambridge University where he taught for many 
years. 


—cartoon by David Low; by arrangement with the trustees 
and the London Evening Standard 


In February 1968, a crisis occurred in the House of 
Commons. A special budget, which had been 
introduced the previous November, raised certain 
taxes, including the income tax. Starting in 
January, Canadians paid higher income tax through 
payroll deductions. But the legislation making 
changes in the Income Tax Act did not come to a 
vote in the House until February 19. It was a 
Monday—too many government members had not 
returned from the weekend—and the government 
was defeated. It did not resign (the defeat was 
just a technicality) but it was embarrassed. The 
tax increases did not go through, and the tax 
already collected had to be refunded. The greatest 
embarrassment of all was that the Prime Minister, 
thinking that everything was going smoothly, was 
in Jamaica taking a brief but much-needed holiday. 


The cartoonist imagines a gleeful Leader of the 
Opposition bringing him the news from snowbound 
Canada. 





“Guess what ?” 


— cartoon by Duncan Macpherson; reproduced with 
permission of the Toronto Star Limited 


Budget secrecy—Hugh Dalton, the British Chan- 
cellor of the Exchequer (minister of finance) in the 
Labour government which was elected in 1945, 
made the mistake of revealing a budget item to 
newsmen just before delivering his budget speech. 
He thought that the deadline for newspaper publi- 
cation that day was past, but he was wrong. Thus 
he jokingly told reporters that he was increasing 
the tax on beer—‘another penny on the pint’— 
and the word was out. Although the slip was a 
minor one, Dalton promptly resigned from the 
Cabinet. 


corporation tax in order to increase total revenue by a 
certain amount. Fiscal policy, on the other hand, relates to 
the impact on the economy of the government's budget as a 
whole. This means changes in total government revenue 
and expenditure from year to year and, more importantly, 
changes in the difference between revenues and expendi- 
tures—deficit or surplus. 

Fiscal policy is expressed through the budget, which is 
usually presented to Parliament—“brought down”—once a 
year around the beginning of the fiscal year. (The federal 
government's fiscal year runs from April 1 to March 31.) 
The finance minister presents a White Paper, describing 
the state of the economy and the way in which it has 
developed during the preceding year, and then makes his 
budget speech, which forecasts economic developments for 
the year ahead. Decisions are made on the basis of what 
the government thinks is going to happen to such things as 
the Gross National Product, domestic investment, employ- 
ment, and foreign trade. First, the government decides 
whether it should be encouraging economic activity through 
a deficit or discouraging spending through a surplus, then 
whether the desired result should be achieved by changing 
the level of government expenditure or of revenue, and 
finally what changes should be made in the tax structure. 

The budget speech is always made in the evening, after 
the business day is over, and any tax changes which may 
be announced usually come into for ce at once, even though 
the budget must be debated and passed by Parliament. The 
reason for giving the speech in the evening and making the 
tax changes effective immediately is that no one should be 
able to take advantage of any changes by buying or selling 
something before the changes take place. For example, if 
the government plans to have a surplus and spend less than 
it collects, it will not need to sell so many bonds. The 
supply of marketable bonds may be reduced and bond 


prices may rise. In these circumstances, an investor who 


could at once buy bonds might be able to make a good deal . 


of money if he knew of the change before it actually took 
place. Or suppose that the tax on oil production is suddenly 
increased: there might be a rush to sell oil properties, par- 
ticularly the not-so-profitable ones, before the tax increase 
could take effect. 

Fiscal policy has been carried out mainly through the 
federal government's budget, partly because the provinces 
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are smaller and financially less effective units (some are 
very small indeed) and most of them have not been able 
to afford any very sophisticated analysis or forecasts of their 
diverse regional economic developments. Their expenditures 
are often hard to schedule according to pre-arranged plans. 

Until recently there was no machinery for co-ordinating 
federal and provincial fiscal planning. Now, however, a 
committee holds frequent meetings on this subject and 
efforts are being made to fit federal and provincial fiscal 
policies together so that they will work in the same 
direction. Of course, this objective has become more impor- 
tant as the share of revenue and expenditure directly 
administered by provincial and municipal governments has 
increased from year to year. 


THE NATIONAL DEBT When the government spends more 
than it collects in taxes, and has a budget deficit, where do 
the extra funds come from? Usually the government bor- 
rows, either from its own citizens or abroad, by selling 
bonds. Each bond carries a statement that at a certain date 
(usually some years away) the bond will be redeemed for 
cash at the face value, which is guaranteed by the govern- 
ment. In the meantime, the purchaser will receive interest 
at so much per year on the value of the bond. As long as 
the bonds are outstanding they are part of the national debt. 

Many people are confused by the idea of the national 
debt. They think of it as being similar to personal debt. 
They know that if an individual spends more than he earns 
he may be able to borrow money for the time being to make 
up the difference: he can go into debt. But sooner or later 
this debt must be repaid, which means that a portion of 
future earnings must be set aside for debt repayment. 
Repayment may place a heavy burden on an individual, 
especially if his income is not rising, but this burden cannot 
be avoided. If the worst comes to the worst and the 
borrower dies before he has finished repaying his debt, the 
remainder becomes a charge on his estate. His heirs will 
get nothing until the debt is cleared. Thus people under- 
stand that individuals should not go into debt without 
making sure they can comfortably repay whatever sums are 
involved within a reasonable length of time. 

When the government borrows, however, the situation 
is somewhat different. The government never dies, so that 
there is no finite time within which its debt must be repaid. 
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Guaranteed debt consists almost entirely of bonds issued 
by the Canadian National Railways. They are guaranteed by 
the government mainly in order that the interest rate payable 
willbelowerthan that paid by acorporation. The government- 
guaranteed debtis relatively small: for many years the amount 
of bonds outstanding has been between $1 billion and $1.5 
billion. Direct debt, which is much larger, is issued by the 


government itself 


Like governments, large stable corporations can 
operate with a continuing debt, but a small com- 
pany whose future is uncertain may find it difficult 
to go on selling bonds unless they are secured by 
physical or financial assets which could be realized 
in the event of bankruptcy or other disaster. 
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Before the second world war, Canada’s economy 
was much less developed than it is now, and the 
national debt was relatively large in proportion to 
the level of production as measured by the yearly 
GNP. During the war the debt increased by much 
more than the value of production, as might be 
expected, and at the end of 1945 and also in 1946 
the outstanding debt was nearly 50 per cent larger 
than the year’s total production. Since then, how- 
ever, the GNP has expanded rapidly and the 
“burden” of the national debt has declined, until 
in 1968 the debt was only about one-third the 
amount of annual output. 


The bonds are sold to investors who generally find them 
a very good place to put money. The rate of interest is 
higher than that on a bank deposit, and the investment is 
as safe as the country itself. If the original buyer wants his 
money for something else he can usually sell the bond quite 
easily to another investor (provided that it is a marketable 
bond). In fact, investors as a group are so anxious to keep 
at least part of their savings in government bonds that 
it is useful for the government to keep a certain supply of 
bonds available at all times. From this point of view, the 
national debt probably should never be completely repaid. 

Moreover, the government can use the national debt for 
purposes other than just raising money. It can set and 
change the interest rates on the new bonds it offers in such 
a way as to influence interest rates on other bonds and 
securities. If investors find that the government has sud- 
denly raised the rate of interest on its bonds from 6 per 
cent to 8 per cent they may be eager to buy more govern- 
ment bonds. Other sellers of bonds will have to raise their 
interest rates too if they are going to find buyers, and so 
all interest rates will tend to move up. Similarly, if the 
government lowers its rates, other borrowers will find that 
they too can sell bonds at lower rates and all rates will 
tend to move down. 

Thus, neither the investors nor the government itself 
really want to have the national debt paid off. Does this 
mean that the government could go on borrowing and 
increasing its debt indefinitely? No, because there are two 
natural limits to the increase of the national debt. First, 
interest payments on the outstanding debt are a current 
expenditure which the government must provide for out 
of its annual budget. These interest charges are a form of 
transfer payment; they are collected out of general tax 
revenues and paid to the bondholders. If interest charges 
were to become very large they would be responsible for 
pushing tax rates up to a level which taxpayers might 
regard as too high. If enough taxpayers felt this way they 
could vote the government out of office. The government 
will naturally try to avoid such a situation by keeping its 
debt well under control. 

The other natural limit to the size of the national debt 
is less easy to see. It is a psychological one: investors as a 
group—the financial community—usually have views about 
how large the government’s debt should be at any time. 
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These views are not likely to be very precise, but the gov- 
ernment will find that if its spending gets too far out of 
line with its revenues and the national debt rises too 
sharply, investors will tend to lose confidence and will be 
reluctant to buy government bonds except at very high 
interest rates. These, in turn, add to the government’s cur- 
rent expenses, as already indicated. In more normal cir- 
cumstances, if investors believe the size of the government’s 
debt is appropriate, they will usually buy the bonds on the 
terms at which they are offered. Thus the government can 
tell by the readiness of investors to buy new bonds how 
these investors feel about the national debt, and can modify 
its spending, taxing, and borrowing plans accordingly. 


THE “MIX OF POLICIES Monetary policy is used to modify 
the swings of the business cycle. Credit can be made 
available at low interest rates when business is slackening 
and needs encouragement. Further credit expansion can be 
prevented and interest rates can be raised when the 
economy is “over-heated” and there are inflationary pressures. 
It has usually been agreed that monetary policy and fiscal 
policy should work together in influencing economic trends. 
Sometimes the situation calls for more emphasis on fiscal 
policy: for example, when it seems clear that business 
activity is weakening as a result of inadequate consumer 
demand, which might be stimulated through a general tax 
cut. At other times monetary policy will be emphasized: 
for example, when credit is expanding rapidly and financial 
speculation seems to be increasing faster than production. 
Monetary policy is apt to be least effective when the 
problem is one of inadequate growth: the availability of 
credit at low interest rates is not enough to persuade busi- 
nessmen to proceed with new plans if they do not believe 
such ventures would be profitable. Nevertheless, in a period 
of recession, the authorities try to make sure that monetary 
policy is working in the same direction as their other 
policies. They are not likely to frustrate the effectiveness of 
a tax cut by tightening credit and raising interest rates. 
Nowadays economists are emphasizing the “mix” of 
policies. This includes not only fiscal and monetary policy, 
but also incomes policy, which has been used in periods of 
inflation when prices are rising and wages are jumping up 
to keep pace. The idea behind incomes policy is that infla- 
tion can be prevented by keeping prices in line with costs 
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The proportion of Canadian debt borrowed abroad 
and payable in foreign currency rose from 12.3 to 
17.0 per cent over the ten years 1958-1968, but is 
still not very large. Most of this foreign borrowing 
is carried out by provincial governments, corpora- 
tions, and municipal governments; the federal 
government accounts for very little of it. In 1968 
the provinces borrowed $834 million, corporations 
$374 million, and municipal governments $67 
million (all figures net) in foreign currency, mainly 
U.S. dollars. This does not include bonds or stocks 
issued in Canada but purchased by foreigners; it 
includes only the sums which Canadian borrowers 
have themselves chosen to raise abroad rather than 
in the domestic bond market, where investor de- 
mand for such bonds is smaller and interest rates 
are usually higher. 


BONDS OUTSTANDING 


COMBINED DEBT OF GOVERNMENT OF 
CANADA, PROVINCES, MUNICIPALITIES, 
CORPORATIONS, AND INSTITUTIONS 


in millions of dollars 


payablein payable in % of total 
Canadian foreign payable in 
dollars currencies foreign currencies 

1958 28,269 3,960 12.3 
1959 29,793 4,170 12.3 
1960 31,490 4,302 12.0 
1961 34,017 4,393 11.4 
1962 35,852 5,140 12.5 
1963 37,969 5,832 13:3 
1964 39/927 6,517 14.0 
1965 41,603 7,176 14.7 
1966 44,089 8,141 15.6 
1967 47,730 8,850 15.6 
1968 50,799 10,406 7.0 


SOURCE: DBS 


At periods when Free Enterprise may not provide 
employment 

We dread the thought of hungry men—it lessens 
our enjoyment; 

The government must then step in, with this 
consideration : 

That any public works proposed do not increase 
taxation. 

Depressions, after all, my friends, much as we 
may deplore them, 

Are acts of God; who ever heard of blaming 
business for them ? 


Then hail we now Free Enterprise, 
Extol and give it praise! 

Of course, when profits shrink in size, 
To lay men off is only wise; 

We dearly love Free Enterprise— 

But only when it pays. 


—J. D. Ketchum, ‘‘Hymn to the Glory of Free Enterprise,” 
from The Blasted Pine, selected and arranged by F. R. Scott 
and A. J. M. Smith, © Canada 1957, The Macmillan Company 
of Canada Limited; reprinted with permission 


On fiscal and monetary policy— 


“The slowing down of the growth of total spending 
which these policies produce causes markets for 
goods and services to soften, and it becomes diffi- 
cult for businessmen to raise prices. A squeeze on 
profits develops and businesses eventually have no 
alternative but to resist cost increases, including 
increases in wages and salaries which go much 
beyond the increases in productivity. ... The overall 
policies of fiscal and monetary restraint should, to 
the maximum extent possible, be supplemented by 
voluntary restraint in order to shorten the duration 
of such policies and thus minimize their temporary 
unwelcome side effects. Everyone would derive 
benefits from a concerted effort to break into the 
interrelated cost-price push of recent years. | 
strongly support the efforts of the Prices and 
Incomes Commission to achieve this objective.” 


—Louis Rasminsky, Governor of the Bank of Canada, 
Bank of Canada Annual Report, 1969 


and advances in incomes in line with the growth of pro- 
ductivity in the economy. Unlike fiscal and monetary policy, 
which are carried out through accepted and impersonal 
actions by the authorities (such as raising taxes or interest 
rates), in a free enterprise economy incomes policy cannot 
be implemented simply by government decision. It must 
rely on what Americans call “jawbone campaigns’; that is, 
it must work through informed public opinion to try to 
persuade business and labour to modify their demands in 
the public interest. It is difficult to apply such a policy in a 
market economy, where business is accustomed to making 
profits and workers have learned to bargain hard for wage 
increases as they see prices rising. 

Incomes policy in the form of wage and price “guidelines” 
was tried in the U.S. during the 1960's, but was discarded 
as unsuccessful, at least for the time being. More recently, 
it is being tried in Canada. In 1969 the Canadian Minister 
of Consumer and Corporate Affairs announced the estab- 
lishment of a Prices and Incomes Commission to inquire 
into and report upon the causes, processes, and conse- 
quences of inflation, and to inform those making current 
price and income decisions on how price stability might 
best be achieved. The Commission is authorized to prepare 
and publish from time to time specific reports on the results 
of its studies and on current developments in costs, prices, 
productivity, and incomes in particular sectors and indus- 
tries within the economy and for the economy as a whole. 

Soon after its establishment the Commission formally 
asked for the co-operation of business and labour leaders 
in its work. Labour refused to consider co-operation: they 
felt they would be deprived of their ability to protect 
themselves against price inflation by collective bargaining. 
They were deeply suspicious of management, which they 
felt would not adhere to any voluntary restraints in good 
faith. Moreover, they regarded any formula which tied 
wage increases to labour productivity as unfair, since deci- 
sions about investment in new machinery were entirely in 
management's hands. They were convinced that labour 
alone would pay the price of “voluntary restraint.” Business 
leaders were also doubtful at first, but later agreed not to 
raise prices for their products by as much as their costs 
increased for a time. This was a notable success for the 
Commission, but incomes policy in Canada is too new for 
any useful assessment of its effectiveness. 
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INDIVIDUAL 
FREEDOM 


Che individual in the economy 


An understanding of the economic system—the mechanism of production, distribution, and 
exchange—is useful to individual citizens, not only in interpreting the news and deciding 
how to vote, but in planning their lives. Choosing a career, for example, is an economic as 
well as a personal decision. You must consider how you would like to earn your living, but 
you must also take into account the possibility that the job that suits your inclinations will 
disappear in five or ten years. There is no point in preparing yourself for such a job, unless 
you are willing to undergo complete retraining at that time. As things are now, it is estimated 
that most employed persons will have to take some retraining two or three times in their 
lives, and so will need to keep their ideas flexible. Those who are aware of economic trends 
are better able to figure out what the new opportunities are likely to be, and can prepare 
to take advantage of them. 

Ordinary household purchasing is also affected by economic trends. If you think that 
disc recordings will be replaced by tapes in a few years and you already have an expensive 
high fidelity set which will not play tapes, you might decide to buy a great many discs now 
while you can still get them, so that your machine will continue to be useful. If you think 
that clothing prices are likely to go down, or that there will be a major change in fashions 
next fall, you might think it wise to make your last year’s spring wardrobe do for another 
season. A person who is able to adjust his spending to economic trends will usually have a 
higher standard of living than one who drifts along, buying on impulse. 

Personal decisions, whether made deliberately or unconsciously, influence the economy. 
When you put salt on your potatoes (which you may do without consciously thinking about 
it) you affect the national consumption of salt, though by an amount so small that it is not 
worth measuring. If you decide to drink skim instead of whole milk because you want to 
lose weight, you will save a few cents a week, because skim milk is cheaper. At the end of 
a year you will have saved several dollars, perhaps without realizing it. If many people do 
the same thing the effect on the economy over a period of time will be very significant. 
The whole dairy industry will have to adjust to the change in consumption, and the change 
in spending patterns will be felt all over the country. 
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“Society” and “the economy” are abstract terms, but it should not be forgotten that 
societies and economies are made up of separate and unique human beings. The degree of 
freedom which individuals have in making decisions, either trivial (like using salt) or 
serious (like selecting a career), varies from country to country. In theory, our society is 
based on a very special attitude to individual freedom, which contrasts sharply with that 
expressed in other political and economic theories. 

In a communist state it is assumed that the basic aims and desires of the individual are 
exactly the same as those of society at large. Any person who disagrees with the group 
must be mentally confused, and in need of “brainwashing” to make him want to conform. 
Fascism assumes that the state is all-important, and that the individual exists to contribute 
to its greater glory, whether he likes it or not. A few people—who are believed to be or 
believe themselves to be superior to the common run of men—claim special privileges and 
power. These are the leaders. In a fascist state, most people are supposed to find their 
highest fulfilment in obedience to their leaders. 

The political philosophy of the western democracies assumes that society exists for the 
benefit of the individuals living in it. Considerable restriction of individual freedom exists, 
but it is supposed to be limited to preventing some individuals from harming other indivi- 
duals. Since it is very easy to harm others, even unintentionally, we need many restrictive 
laws. We have laws against making too much noise, or using blasphemous language in a 
public place, or selling food which has gone bad, just as we have laws against deliberate 
acts like murder, arson, and theft. As long as the purpose and effect of restrictive laws is 
the protection of individuals, such laws are not out of place in a democracy. 

Certain rights are considered so important in our kind of democracy that they are put in 
a special category and called the civil liberties. But these fundamental rights cannot be 
exercised without regard for the rights of others. It is comparatively easy to explain how 
and why a democratic society must put up with a certain amount of restriction of its civil 
liberties. Fortunately, freedom of opinion, the basis of all the others, is not restricted by law 
today. Freedom of speech (the public expression of opinion) must be limited to prevent 
some people from telling harmful lies about others. Thus we have laws against libel and 
slander. Freedom of the press is also subject to the libel laws, and certain secrets vital to 
national defence cannot be published. Freedom of association allows people to join whatever 
organizations they wish, as long as these organizations are not of an illegal nature. A bank- 
robbing gang would be considered an illegal association, and so would a conspiracy to 
blow up the Parliament buildings. Freedom of assembly permits people to gather together 
in public, but not to cause a riot or damage property. 

Limitation of political freedom as guaranteed by the civil liberties can be justified and 
tolerated up to a point. But when government and police exceed their powers the courts are 
expected to check them. If apparent injustice occurs (as in the case of a Tv commentator on 
a public network who is dismissed because he has criticized the government), citizens’ 
organizations, the press, and opposition parties in Parliament can raise an outcry, direct the 
power of public opinion against the government, and force a change in policy. It can be 
argued that Canadians live in a free society, since they impose the restrictive laws on them- 
selves, and can change them by democratic means if they so decide. It is important to bear 
this in mind when considering the problem of freedom in the economic sphere. 
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THE INDIVIDUAL IN THE LABOUR MARKET 


Economic freedom is a much confused topic, perhaps 
because it has not been discussed and debated for as long 
as political freedom, which has been a vital issue since the 
days of Magna Carta. Remember that Adam Smith first 
published his description of a type of economic freedom 
(laissez faire) in 1776. According to The Wealth of Nations, 
the laws of England in the eighteenth century limited 
freedom of trade, and thus hampered all sections of society. 
Merchants could not import most goods from foreign 
countries without paying a high tariff, which cut into their 
profits and forced them to raise their prices. The govern- 
ment had granted exclusive charters to certain companies: 
for instance, only the Hudson’s Bay Company could engage 
in the fur trade of Rupert’s Land in northern Canada. 
Apprenticeship regulations limited the supply of labour in 
many skilled crafts and prevented people from changing 
freely from job to job. Adam Smith thought that high taxes 
and government restrictions made prices too high and 
reduced the opportunities of individuals and business firms. 
Adam Smith said that Britain would be more prosperous 
if the following conditions were established: (1) absence 
of tariffs, (2) very low taxes, (3) no monopolies, (4) com- 
plete freedom to buy what you want where you can get 
it most cheaply and sell what you produce where you can 
get the most money for it, and (5) complete freedom to 
enter or leave any business or trade you choose, and to 
work as long and as hard as you choose. In summary, what 
he was advocating was a complete absence of checks on 
free competition. He admitted the difficulty of applying all 
aspects of his theory to their fullest extent. But he upheld 
laissez faire as a pathway to the goal of economic liberty. 


THE RESULTS OF LAISSEZ FAIRE Less than a century after the 
publication of The Wealth of Nations, laissez faire was, for 
all practical purposes, in effect in Britain. “Free trade” was 
adopted as the official economic policy. Tariffs were 
rescinded, British traders were allowed to deal with any 
country they wished, the giant chartered monopolies lost 
their exclusive rights, and the factory system replaced what 
might be described as a craft system. 
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Rupert’s Land was named after a cousin of King 
Charles Il of England, who granted a monopoly of 
trade in the Hudson Bay drainage basin to Prince 
Rupert and seventeen other aristocrats in 1670. 


Rupert's hat was of felt from the matted fibres 
of beaver fur. Such fur felt was extremely durable, 
glossy, and rich looking. Modern fur felt is made 
of rabbit, and is not as good. 


When he was tired of his hat, Rupert probably gave 
it to a servant, who had it restyled. And the 
servant probably left it to his son, who left it to 
his son, each making changes in the form and 
trimming. About all that could destroy a beaver 
hat was fire or moths. 





BEAVER 


Do you agree with Adam Smith? 


If you do not, what are your objections? 


Investigate the beginning of mass production 
in the U.S.—it began in the firearms industry; 
or study the “great leap forward” of the 
German chemical industry—it began with the 
development of synthetic dyes in the 
nineteenth century. 


In nineteenth-century England, debtors were sent 
to prisons such as Marshalsea Prison in the drawing 
below. The grim fortress-like walls of the prison, 
made famous by Charles Dickens in his novel 
Little Dorritt (1856), can still be seen today. 





—drawing by Geoffrey Fletcher, from The London Dickens 
Knew (Hutchinson), © 1970 by Geoffrey Fletcher: reprinted 
with permission 


Adam Smith would not have recognized the country. 
Where once there had been villages, huge industrial cities 
grew, using steam power generated from coal to run 
machinery in factories. Railways and steamships were revo- 
lutionizing transportation. The country was becoming per- 
manently dependent on imported food, as more and more 
agricultural workers moved into the cities. The greater 
productivity of industry supported a growing population. 
Britain was the foremost trading nation in the world and 
London the international financial capital. Economists of 
the mid-nineteenth century believed that it was the change 
from mercantilism to laissez-faire capitalism which had 
brought all this about, and to a large extent they were right. 

But some problems which Adam Smith had not predicted 
arose in the nineteenth century. No sooner had Britain 
established its economic dominance, than other countries— 
the United States, France, and Germany—began to over- 
take it. The industry of these countries, being developed 
later, was more modern, efficient, and competitive. Thus, a 
hundred years after Adam Smith’s death, many British 
industrialists were clamouring for a return to protective 
tariffs. Taxes rose as the expenses of government increased. 
For one thing, the cost of equipping and maintaining the 
British Navy became very high when sailing ships were 
replaced by steam-powered ironclads. Monopolies were 
reappearing, this time as a part of the free enterprise system. 
Huge corporations grew so rich and powerful that few 
could afford the risk of competing with them. And, since 
Adam Smith did not foresee the full results of the industrial 
revolution, he could not have predicted its worst evils—the 
slum conditions of the manufacturing cities and the de- 
graded life of the factory workers. 

Probably Adam Smith would have been shocked if he had 
realized that, after his death, his book would be treated as 
an economic Bible. He was a great economist—he knew that 
facts come before theories. But many of his followers closed 
their eyes to the facts and exaggerated his ideas to an 
absurd extent. They argued that, since Adam Smith “proved” 
that free competition would provide the highest possible 
level of employment opportunities, people who were out of 
work must be lazy or wicked and should be treated almost 
like criminals. As a result of this kind of argument the 
British Parliament passed an act in 1834 which obliged 
paupers to enter workhouses where they were deprived of 
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their liberty and forced to do menial work for no pay. 
Labour was “dehumanized” and considered as just another 
factor of production. A report on the advantages of one 
industrial centre stated “water plentiful and labour docile.” 
Laws were passed restraining workers from forming asso- 
ciations for their own economic betterment, since these 
associations might limit the freedom of manufacturers to 
deal with labour as they liked. 

In practice, laissez faire did not bring economic liberty 
to all, and tended to restrict the individual freedom of a 
large part of the population—Karl Marx said that this situ- 
ation would inevitably lead to revolution. But countries 
like Britain, France, the United States, and Canada did not 
become communist, and, although the Nazis’ seizure of 
power in Germany in 1933 might be classed as a revolution, 
it was not the kind that Marx predicted. Like our political 
system of democracy, our economic system is evolutionary, 
not revolutionary. It alters gradually, and in a generally 
progressive direction, as conditions change. 


Ownership, management, and labour 


In the days of Adam Smith a firm was usually run by 
a single owner or a small partnership and employed a 
comparatively small number of hired workers. Joint-stock 
companies also existed, but Adam Smith was suspicious of 
them. He thought that, while they were suitable in a few 
cases, partnerships were preferable. Partners were likely to 
be very careful about taking risks and their personal interest 
in the business would be greater as a result. 

Small companies had certain features that were thought 
desirable. The head of a firm with perhaps a hundred 
employees could be acquainted with all his workers, know- 
ing their good and bad points, praising, criticizing, and 
advising them face-to-face, promoting them as he thought 
they deserved, and often helping them out of his own 
pocket when they were in need. 

This kind of relationship is still to be found, but it can 
exist only in a small-scale organization. More usual today 
is the firm whose owners are shareholders, legally entitled 
to vote at annual meetings if they bother to turn up, but 
generally uninterested in much beyond the price of the 
shares and the amount of the dividend. A few owners of 
large blocks of shares may be directors who in some cases 
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Child labour in Ontario in the nineteenth century— 
This work in a bakery might be more attractive than 
most of the schools of that day. 





Interview several people who own shares in 
major Canadian corporations. Try to find 
out how much they know about the company 
they “‘own.” Do they attend the annual 
meeting and do they ask any questions? 


Try to find out, by letters and interviews, the 
attitude of (a) a shareholder, (b) a manage- 
ment employee, and (c) a production em- 
ployee to their respective responsibilities to 
a company operating in your community. 





. and we‘ve never breathed a word of this to 
the stockholders.” 


—drawing by Robert Day, copyright © 1970; reproduced with 
permission of the artist and The New Yorker Magazine 


work full-time for the company, while others confine their 
activities to attending periodic directors’ meetings and col- 
lecting their fees. Ownership in large modern corporations 
has tended to become separated from management, although 
this tendency has not gone quite as far in Canada as it has 
in the United States. 

Theoretically, the owners of a firm should set the policy, 
instruct management to carry it out, and check constantly 
to make sure that their orders are obeyed. But modern 
business has become so complicated and technical that the 
average shareholder lacks the background to understand 
the affairs of the company of which he is one of the legal 
proprietors. Even some of the directors may have to rely 
entirely on management for advice about company policy. 

Management has tended, therefore, to become more 
important than ownership. Sometimes the two levels over- 
lap, but sometimes the chairman of the board and the 
president of the company may both be figureheads. The real 
“boss” may be the general manager (or someone with an 
equivalent title) and he, though usually also a shareholder 
and a member of the board of directors, may receive most 
of his income in the form of a salary and hence be con- 
sidered an employee of the company. He can thus be owner, 
manager and employee at the same time. Other members of 
the management group may be entirely dependent on their 
salaries and so, in this sense, are as much “labourers” as the 
men on the production line. What distinguishes the manage- 
ment team from labour, however, is management’s power 
to hire and fire, promote, give orders, and supervise, and 
management's responsibility to report to the ownership’s 
trustees, the board of directors. 


WHAT IS LABOUR? “Labour” usually means those employees 
of a company who do not have the power to hire or fire, 
do not report to the ownership’s trustees, and are primarily 
dependent on their wages. If a company’s shares are sold on 
the market, there is, of course, nothing to stop an employee 
from buying them, if he can afford to. In fact, some 
companies encourage their employees to buy stock, offering 
them shares at a special price. 

Some companies employ engineers, scientists, accountants, 
doctors, lawyers, and other professional staff who may be 
highly paid, but are still basically salaried workers. Are they 
labour? Are they part of management? Or is there a third 
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category in which they belong? These questions are being 
asked more often as modern industry uses increasing num- 
bers of experts with professional qualifications. 

Another point to consider is the fact that many employees 
work, not for privately owned companies, but for the 
government. Civil servants, members of the armed forces, 
policemen, teachers, and the staffs of publicly owned utili- 
ties are labour in the sense that they live on their wages or 
salaries; they are also owners in the sense that they are 
voters. Some of these public service employees are mana- 
gers as well, if they are department heads or officers. 
LABOUR VERSUS MANAGEMENT Although clear-cut definitions 
of labour, management, and ownership may not be possible, 
it can be assumed for the sake of simplicity that the interests 
of ownership and management are usually quite closely 
interwoven, whereas the interests of labour and manage- 
ment often differ. The differences may give rise to serious 
disputes which, in the short run at least, can be injurious 
to the economy and the public interest. 

Traditionally, ownership has had the strongest legal 
position. A business is a property, and the law protects 
property rights very effectively. Management derives power 
from its responsibility for making the decisions necessary 
to operate a company, including hiring, firing, and laying 
off workers. Labour, however the term is defined, makes up 
the largest part of the population, yet has usually been in 
the weakest position. 


“THE GOOD OLD DAYS —FOR WHOM? Jn ancient times the 


status of labour was legally and economically low because 
most of the work was done by slaves. Where there were free 
workers as well as slaves their wages were apt to be small, 
since a master would not hire a free man for much more 
than the cost of feeding and housing a slave. 

Medieval serfdom was in some legal respects an advance 
on slavery, for the serf had a few more rights and privileges. 
Economically, a serf had somewhat more freedom, since he 
could usually count on being able to spend two or three 
days a week on the land allotted to him, and if he produced 
enough food, fuel, and clothing for his family, and enough 
cheese and eggs and other goods to pay his taxes to his 
master, and still had a surplus, he was allowed to barter or 
sell it at a market or fair. 
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The strike is the ultimate weapon of em- 
ployees against employers. In theory, it 
enables the employees to hurt the em- 
ployer sufficiently to get the best possible 
wages. But there is a limit. The employer 
can’t give what he hasn’t got. If he tries to 
do that he goes broke, so there is an auto- 
matic check on the union’s power which is 
imposed by our free market economy. 

This, of course, doesn’t work with the 

government. When postal workers or gar- 
bage collectors or policemen strike 
against the government, the government as 
an employer is not hurt. Only the hapless 
public is hurt, and perhaps seriously. Fur- 
thermore, there is no possibility that the 
government can go broke. There is no limit 
to how much government can pay if it has 
tO. 
Another vital difference between strikes 
against the government and strikes against 
private employers is that the government 
has no competition. If Dominion Stores is 
struck by its employees, you can go down 
the street to Loblaws. Where can you go 
when the firemen or teachers strike? . . 


—from The Globe and Mail, June 25 ,1969 


An apprentice would be bound by a contract 
between his father and his master when he was 
quite young—perhaps 14. The master would then 
become his “‘father’’"—responsible for providing 
food, clothing, shelter, and education. The ap- 
prentice would have to work for the master perhaps 
until he was 21. He would have no freedom to 
change employment unless the master did not live 
up to his part of the agreement. 


A relief, showing captive slaves, from the marble 
column of Marcus Aurelius in Rome— 





The townsman of the Middle Ages who worked at a craft 
probably belonged to a guild which regulated all aspects of 
his employment. The guild set the number of apprentices 
who could be accepted by a master, so that there would 
not be too many workers in the trade. Wages and prices 
were fixed by the guilds (or by the town government— 
which amounted to the same thing, because it was con- 
trolled by the guild masters) and non-members were for- 
bidden to practise a skill monopolized by these exclusive 
associations. Guild rules were very strict. The materials and 
methods of production were standardized and progress was 
discouraged. If a weaver invented a more efficient loom, he 
was not allowed to use it since it might put some of his 
fellow members out of work. The town worker, in fact, was 
not really free. 

Theoretically slaves, serfs, and guild members had 
security. In the more advanced ancient civilizations, the law 
obliged masters to care for slaves who were sick or old, and 
no sensible master would starve or beat his slaves to the 
point where they could not do a day’s work. Serfs, by 
medieval custom, had the right to use the manor’s facilities, 
such as the lord’s mill and bake-oven, and could go to the 
castle for protection in time of war. They had their huts 
and a certain amount of land for their own use, and could 
usually leave most of their possessions to their own families. 
The guild members were supposedly assured of full employ- 
ment at a guaranteed wage, and sometimes extra benefits 
such as free funerals. 

But any idea of a “golden age” in the past is a myth. 
Some slaves, serfs, and guildsmen were secure, content, and 
relatively prosperous. If it is hard to believe this about 
slaves, remember that in the ancient world a major source 
of slaves was war. If a doctor, a sculptor, or other skilled 
man were captured, he was allowed to practise his trade 
and get a good income, part of which went to his master 
and part of which could be set aside to buy his freedom. 
But most workers, slave or free, lived very poorly by today’s 
standards. Slaves sometimes revolted. A famous uprising 
was led by the gladiator Spartacus in Italy in the first cen- 
tury B.c. Peasant revolts also occurred, including some very 
violent outbreaks in the fourteenth century. In the same 
period, revolts were started by the workers in the poorer 
guilds in the towns of Italy, France, and the Low Countries. 
Such upheavals prove that serious discontent existed. 
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THE “FREE LABOUR MARKET With the coming of laissez 
faire, workers were regarded as free men. They were free 
to move to better jobs if they could get them, and even to 
emigrate overseas if they could afford it. When workers 
were not satisfied with the wages and conditions offered, 
they were free to refuse to work—if they could support 
themselves on their savings during a period of unemploy- 
ment. They were also free to work longer or shorter hours 
than their fellow workers—if their employer wished to let 
them. Obviously, the workers’ freedom depended on a good 
many “ifs.” 

But there was one freedom which proved very hard for 
workers to win. Employers insisted that workers should not 
combine to make demands for better wages or improved 
conditions. This would spoil the free competition for labour 
which was an essential part of the laissez-faire system. 
Wages, hours, and working conditions were supposed to be 
established in the competitive market, just like prices. If, 
for any reason, factories in one industry or in one area did 
not need as many workers as they had been using, the men 
who lost their jobs were expected to find other jobs at what- 
ever wage they could get. If they did not choose to move, 
they were free to offer to work at lower wages, displacing 
the men working at the old higher rate. Fearing that they 
would lose their jobs to other workers willing to take lower 
wages, the men still employed would agree to work for less. 
Thus, a lowering of the average wage rate would result. 
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Russian landowners, gambling with serfs for 
stakes— 


—from Les Russes by Gustav Doré, Paris, 1967 


Slavery was abolished in the British Empire in 1833. 
In the United States, slavery was made illegal for 
the whole country after the Civil War (1860-65). 
Serfdom in Russia lasted until 1866. 


An adult retraining establishment—Students are 
learning sign painting. 





If you can find some people who have under- 
gone retraining and adapted to new jobs, 
interview them. Are they happier or un- 
happier in their new work? 


Theoretically, wages would adjust themselves. Since com- 
panies were paying lower wages, they could afford to lower 
their prices and thereby get more orders and hire more 
workers. Unemployed men would get their jobs back and 
then, if a shortage of labour developed, they could start 
asking for more wages. If wages rose, workers would be 
attracted from elsewhere, depending on conditions in other 
areas or industries. The migration of workers into the trade 
would halt or slow the wage rise. All this adjustment up- 
wards or downwards would take place according to the 
demand for and the supply of workers, whose wage is 
their “price.” 

In theory, the worker who lost his job in a laissez-faire 
economy would not suffer much. If he took work at a lower 
wage, he did it at a time when prices were also moving 
downwards. His lower wage would, after a period of adjust- 
ment, buy as many goods as before. Soon he would be living 
as well as he ever did: if his income went down ten per cent, 
so did his expenses. Economists who reasoned this way were 
assuming that prices would indeed fall and that earnings 
would fall simultaneously. In fact, earnings were more apt 
to fall than prices, and workers whose incomes dropped 
would therefore suffer a reduction, perhaps serious, in their 
living standards. 


MOBILITY OF LABOUR The early economists assumed that 
labour was perfectly mobile; that is, workers could easily 
change jobs if it was to their advantage. Thus, if an industry 
employed fewer workers, either because it was declining or 
because it was changing over to more mechanized produc- 
tion, the men who became unemployed could go where new 
industries were starting up, and find jobs there. 

But moving is not always easy or possible, particularly 
when a worker is a married man with several children. 
Some jobs tend to disappear as a result of technical progress. 
For instance, handloom weaving, once an important skilled 
trade, declined rapidly when power looms were introduced 
during the industrial revolution, and even trades once 
thought “modern” and “mechanized” may become obsolete. 
After the second world war, when Canada’s railways were 
faced with growing competition from road transport, they 
changed from steam to diesel locomotives. Locomotive fire- 
men, who had been responsible for keeping the steam 
engines functioning, found that their skills were no longer 
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needed. The building of nuclear power plants in the mid- 
1960's required construction workers and operators with 
techniques unknown ten or twenty years earlier. 

According to the laissez-faire economists, it was the 
worker's responsibility to find a new job and adapt himself 
to it when his old trade was no longer in demand. But this, 
too, could cause considerable hardship. A worker who 
changed to a new trade, if he could find one, might have 
to start at the bottom of the scale, learn new skills, and 
work his way up. If he had a family to support, they would 
find that they had less to eat than when he had his old job. 
The early economists who talked about “adjustments” in 
wages, prices, and occupations often had their heads so far 
in the clouds of theory that they could not see the poverty 
and hardship at their feet. 


Unemployment 


Most workers fear unemployment more than anything else. 
Some reasons for unemployment are personal, but most are 
a result of economic developments. Why are some people 
unable to find or hold jobs even when economic conditions 
favour full employment? The reasons are usually a matter 
of physical and mental capacity. In certain jobs, physical 
condition is extremely important: an actress who loses her 
looks may find it hard to get parts and a hockey player has 
to retire when his skating and reflexes slow down. 

Individuals vary greatly in their rate of aging, and some 
jobs make more demands than others on the physical capa- 
city of the worker. Failing strength, eyesight, hearing, or 
memory may occur with advancing years. Most people 
reach a stage when they are too old (or considered too old) 
to do regular work. Compulsory retirement ages have been 
introduced for many jobs. Prolonged sickness or crippling 
injury will cause temporary or permanent unemployment. 

Employees who are hard to get along with find it difficult 
to keep jobs—some of these people have mental abnormali- 
ties or personality disorders and need treatment. Those who 
are dishonest, careless, or alcoholic, or have a high rate of 
absenteeism or lateness are not popular with management. 
Even when management realizes that, with help, some 
problem employees could become reliable, their company 
may not be in a position to run a welfare department as 
well as a business. 
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If you have lived in the same community all 
your life, interview a fellow student who is 
a recent arrival. What benefits and disad- 
vantages has he or she experienced as a 
result of the move? 


Gordie Howe in action— 





At the age of 40 Gordie Howe was once again 
selected as an NHL All-Star. 


Try to find out the opinions of management 
officials in local industry about problem 
employees. 





The Canadian climate makes construction in winter 
difficult. 


A serious labour shortage makes employers more willing to 
hire aged or handicapped workers, but there are always some 
people who are unemployable. On the other hand, employ- 
able men and women who want to work may lack jobs 
because of economic conditions affecting the whole society. 


SEASONAL UNEMPLOYMENT Seasonal unemployment occurs 
because some jobs are available only at certain times of 
the year. In Canada this is a major fact of economic life, 
since the climate is notorious for its variations between 
seasonal extremes. Our earliest industries were affected by 
this circumstance. In the fur trade, the Indians did the 
trapping in the winter, when the animals grew their thickest 
fur, but the voyageurs who transported the trade goods and 
pelts by canoe could travel only after the ice had melted. 
The east coast fishing industry was (and still is) seasonal 
because of the severe winter storms which make sailing 
dangerous. In almost all kinds of farming there was more 
to do during the growing and harvesting season than in 
winter. In lumbering, on the other hand, the work of felling 
the trees and dragging them to the water's edge was easier 
if done during the winter. Logs, drawn by teams of horses, 
could slide over the snow. In the spring, the logs were 
floated downstream to the sawmills. No work was done 
in the bush until the following winter. 

The construction industry has always been an outstand- 
ing example of seasonal unemployment. Building in snow 
and sleet storms is not only hard or impossible for the 
workmen, but often damaging to equipment and materials. 
Concrete and mortar cannot be allowed to freeze before 
they have set; wood which gets wet will warp and shrink 
when it dries. Another industry which shuts down during 
part of the year is inland shipping. The St. Lawrence 
Seaway cannot function in the winter because of ice in the 
locks and harbours. In the automobile industry there is 
normally some unemployment in the summer, when plants 
shut down to re-tool for production of new models in 
the fall. 

A number of indoor occupations are also affected by 
seasonal demands. Retail trade employment shows a rise 
in September: students going back to school are outfitted 
with new clothes and supplies and people such as vege- 
table growers and construction workers who have made 
money over the summer start to spend it on things they will 
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need for the winter. Employment normally goes on rising 
until December, when there is a sharp increase to handle 
the Christmas rush. During this time, many people seeking 
part-time and temporary work come into the trade. Then 
there is a sharp drop in January, ordinarily the lowest point 
in the year, when people think more about bills than 
buying. There is sometimes a slight improvement in Febru- 
ary, and sometimes a slight drop, but an upturn is notice- 
able in March, just before Easter, and a very gradual rise 
continues through the summer. 

In some areas the problem of seasonal unemployment 
can be at least partly overcome. It is desirable that Cana- 
dians find as many ways of doing this as possible, so that 
the economy can become more efficient. The pioneers dis- 
covered that they could often combine lumbering and 
farming. A farmer would go to the “shanties” when the snow 
fell, and earn money in the bush during the winter, return- 
ing to the farm in the spring. Today the use of power 
equipment is helping to make lumbering a year-round occu- 
pation, though seasonal variations remain. Mechanization 
enables farmers to do more work with much less hired 
labour, which in turn means fewer seasonal layoffs. Tem- 
porary workers (including students) can be engaged to 
help at the “rush” seasons, for harvesting fruit, vegetables, 
or tobacco. 

The construction industry has developed many _ tech- 
niques for continuing work in bad weather, such as insulat- 
ing forms for concrete so that the mix does not freeze and 
sheeting buildings with plastic so that plumbers, elec- 
tricians, and plasterers are protected while they work. 
Greater efficiency in the automobile industry has recently 
reduced seasonal unemployment. Companies have been 
able to shorten the annual shutdown to three or four weeks 
(usually in July) and make it correspond more or less with 
the workers’ vacations. The tourist industry is beginning to 
make some year-round use of hotel space and restaurant 
facilities in holiday areas by attracting conventions and 
promoting winter sports. Where this is successful, trained 
staff can be employed on a permanent basis. 

The retail trade's reliance on part-time and temporary 
employees solves some problems but creates others. The 
additional staff may not be interested in working hard, 
because they have little prospect of promotion. If they are 
willing to work for a low rate, because they want the 
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Illustrations from Maria Chapdelaine, a book which 
describes pioneer conditions in northern Quebec— 
The farmers and their sons work on the log drive 
in the early spring; in the summer they work on 
the land. 





—drawings by Thoreau MacDonald; reproduced with permis- 
sion of the artist and The MacMillan Company of Canada 





Technology has revolutionized the printing trade. 
The new automated equipment requires fewer 
operators than the older more cumbersome equip- 
ment. New skills too are needed. 


What can labour and management do to 
solve the problems posed by technological 
change? 





money just for “extras,” they may depress wages for the 
regular employees. 

Seasonal unemployment remains a feature of the Cana- 
dian economy. The rate of unemployment is highest in 
February or March, and lowest at harvest time in the later 
part of the summer. Unemployment in the Atlantic prov- 
inces, which is usually more severe than in the rest of 
Canada, is substantially worse during the winter months. 


TECHNOLOGICAL UNEMPLOYMENT Technological unemploy- 


ment occurs when adoption of new production methods, 
usually involving the introduction of machinery, puts 
people out of work. Fewer workers may be needed: those 
unable to perform the new tasks will be released. Some- 
times highly skilled workers lose their jobs because machin- 
ery has been invented to do the work more quickly and 
cheaply. This is happening in the printing and publishing 
industries: computers are replacing large numbers of 
trained linotype operators. 

Increasingly, it is the unskilled workers who are being 
replaced. Once ditch-digging was considered a 'typical 
unskilled occupation. Now more and more ditch-digging 
(to say nothing of other excavation work) is performed by 
power equipment operated by men who have to be skilled 
and responsible, since one mistake can have disastrous 
consequences. 

Technological unemployment was an important cause of 
hardship and unrest in the industrial revolution. Angry 
workers in the textile industry rioted, and smashed the new 
machines which they feared would deprive them of their 
jobs. Today there is a great deal of talk about technological 
unemployment because of the possibility that automation 
will eliminate not only repetitive assembly-line work and 
most clerical tasks, but many of the decision-making execu- 
tive posts as well. 

At the present time, the effects of advanced mechaniza- 
tion and the limited degree of automation which has been 
introduced are having considerable impact on the labour 
market. Students tend to stay longer in school when 
employment opportunities are not plentiful, thus postpon- 
ing their entry into the labour market but increasing their 
chances of finding jobs when they graduate with improved 
qualifications. The need for retraining at all levels is receiv- 
ing more attention. 
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To a certain extent, technological unemployment is 
absorbed by the very process which creates it. When pro- 
ductivity rises because of technical progress, profits also 
tend to rise. These profits are invested in new or expanded 
industry, creating more need for labour. Improved tech- 
nology has helped to shorten the work week: workers can 
produce more goods in less time. The increase in the 
amount of leisure results in increased overall consumption 
(more barbecues, more sports equipment, more potato 
chips) and this, too, creates more jobs. 

In the long run, technological advances have greatly 
improved the quality of human life. The chief problem lies 
in overcoming short-run dislocations by increasing the ease 
with which job adjustments can take place. 


CYCLICAL UNEMPLOYMENT The most frustrating and. dis- 
tressing kind of unemployment is that which results when, 
for reasons which the average person does not understand, 
the economy slows down, demand shrinks, and workers lose 
their jobs because “business is bad.” At such a time, people 
out of work may become hopeless and frightened. Head- 
lines emphasize the mounting rate of unemployment and 
refer to the depression of the 1930's. In depressions, the 
effects of seasonal and technological unemployment are all 
the more severe. History shows that revolutionary ideas are 
inclined to spread if a trough in the business cycle results 
in unemployment for large numbers of able and willing 
workers. Those without jobs and those afraid of losing their 
jobs will probably begin to question the foundations of the 
economic system. 

Fortunately, new techniques of fiscal and monetary policy 
have been applied with growing success in the past twenty- 
five years, so that while business cycles have not been 
eliminated, experience suggests that they can at least be 
managed and modified. Recessions have not developed into 
depressions. Cyclical unemployment may be felt for a few 
months, or perhaps for about a year. But this is a very 
different matter from the severe and prolonged unemploy- 
ment which was characteristic of former “slumps.” 


FRICTIONAL UNEMPLOYMENT There will always be some 
people out of work and in the process of finding other 
employment. Strictly speaking, they are unemployed. They 
may be taking a retraining course, or moving to another 
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These men are about to embark on a train heading 
for a work camp in northern Ontario.— 





During the depression of the 1930's, single men 
were encouraged to go to work camps in remote 
areas, thus leaving more jobs in the settled areas 
for married men with dependants. 


area, or just going around to job interviews. This is called 
frictional unemployment, and is not in itself considered 
serious, although it may cause individual hardship. 

The word “frictional” is used in the mechanical sense: 
a machine needs lubrication in order to work smoothly. A 
certain degree of unemployment is the “grease” of the 
economy. A plant cannot expand, a new industry cannot 
start up, if workers are not available to staff it. New workers 
(young people who are entering the labour market, immi- 
grants, and women who have not been employed for some 
years) can fill some of the positions, but experienced help 
is also needed. An economy with a real labour shortage has 
trouble in expanding. 





—drawing by Joseph Farris, from 7he New Yorker, copyright© 


1969; reproduced with permission Full employment 
A 4 per cent unemployment rate is accepted by J 2 ‘ ; ; 
many economists. Full employment” to an economist is not a situation in 


which a hundred per cent of the labour force is gainfully 
occupied. In Canada it is estimated at present that an 
unemployment rate of about 3 per cent over the year signi- 
fies a condition of full employment. But this is a national 
average, and does not show the pronounced regional and 
seasonal variation in employment figures. 


PERSONAL INITIATIVE What can the individual do to avoid 
being unemployed? While the first requirement clearly is 
to develop a skill, this is often not enough. If his skill is in 
a field in which seasonal unemployment is a problem, then 


UNEMPLOYMENT two skills are better than one. To avoid the effects of tech- 
PER CENT OF LABOUR FORCE nological unemployment, a worker should assess, not only 
his present abilities, but his potentialities. He should 

‘67-68 ‘68-69 ‘69-°70 attempt to find out his prospects in his present job, and also 


think about other work which he might do. Learning new 


mane a 2 ae skills before making a change will give him a head start. 
Nov. 38 42 44 Certain industries offer more protection against cyclical 
Dec. 4.6 4.7 4.7 unemployment than others—the food industry, for instance. 
Jan. 6.1 5.9 6.1 People always have to eat. They can manage without new 
pet ae Bo ete cars: in a recession fewer cars will be bought and layoffs 
Mar. 6.4 5.7 6.7 - : - : 

hee Bn Br Ae will occur in automobile manufacturing. But wage rates 
May 46 47 6.1 are higher in the automobile industry than in the food 
June 4.8 4.6 6.1 industry. A young person facing the choice of a career 
July 4.5 4.1 5.9 might have to decide whether he prefers to work in a 
Aug. 2 a highly paid job, such as bricklaying, which could disappear 
SOURCE: DBS either temporarily or permanently, or accept a lower level 
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of income, with greater security, as a key-punch operator. 
If he finds himself a victim of cyclical unemployment he 
should not be over-hasty in moving or changing his type of 
work. A sound program of personal savings is essential. 
Unemployment insurance and other government social 
security programs can help to carry the jobless workers 
through the crisis periods. 

It is important for each individual to determine the 
reason for his unemployment if it occurs, so that he can 
take the wisest course of action. 


COLLECTIVE ACTION It would be ridiculous to suggest, how- 
ever, that people acting as individuals can prevent or solve 
seasonal, technological, cyclical, or frictional unemploy- 
ment. Avoiding panic and acting intelligently can benefit 
the individual to some extent, but wider measures are 
needed to deal with problems affecting the whole economy. 
Unemployment is only one of such problems. Low wages, 
dangerous working conditions, child labour, brutal over- 
seers, and inhumanly long hours—all features of industrial 
life a hundred and fifty years ago—could not have been 
fought by individual protests. 

Take the case of a worker who, in the course of his job, 
has to handle a poisonous substance. If he continues to do 
the same job, he will become sick, and may die. There was 
a time when all that he could do was protest to his foreman 
or his employer. He would be told that if he felt dissatisfied, 
he should get another job somewhere else. 

If an individual succeeded in persuading his fellow 
workers of their danger, so that they all complained, he 
would be dismissed as a troublemaker and _ blacklisted: 
neighbouring companies would be warned against hiring 
him. However, if the worker had helped form a union— 
an organization of most of the employees in the company— 
the protest would have to be taken more seriously. If all the 
union members refused to handle the dangerous substance, 
then the employer would probably have trouble replacing 
them. Organized action by employees gives them power to 
balance the power of management. 

Another check on the power of management comes from 
the government. Today there are many government regu- 
lations concerning safety conditions in mines, factories, and 
construction projects. Employers can be forced to obey 
such laws or face prosecution. 
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Marie Curie, with her husband Pierre, discovered 
radium. She died of radiation poisoning, which 
now threatens those who work near fissionable 
materials, unless strict precautions are taken. 


In the same room where the Curies worked most 
of their lives, Irene Joliot-Curie carries on her 
parents’ research. 





Organization for participation— 
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—from The Globe and Mail, June 8, 1970 


According to traditional laissez-faire theory, there should 
be no check on the employer except the “natural laws” of 
the market—in other words, competition. Obviously, this 
was too simple. If one kind-hearted employer introduced 
safety measures in his factory, his costs might rise, his 
profits fall, and he might be driven out of business. If all 
employers were forced by legislation to conform to safety 
standards, then no company could gain a competitive 
advantage by cutting corners on safety. When the first 
Factory Acts (safety laws) were introduced in Britain in 
the middle of the nineteenth century, many members of 
Parliament who were also manufacturers spoke in favour 
of them. Similarly, employers today may request that new 
safety regulations be passed and enforced. 

The modern mixed economy is based on the assumption 
that private enterprise, government, and citizens’ organiza- 
tions all have a legitimate part to play in running the 
economy. Ratepayers’ organizations have the right to con- 
front municipal councils and air their objections to rezoning 
schemes. Farmers’ organizations periodically “march” (by 
tractor, train, automobile, and airplane) on Ottawa or 
provincial capitals to publicize their grievances. The con- 
sumers’ movement has become stronger and more militant 
in recent years. Welfare recipients are demanding (and 
gradually receiving) the right to representation on boards 
and committees which make decisions affecting their lives. 
Students are gaining the right to elect members to the 
governing bodies of their universities. It is very encouraging 
that Canadian Indians have started to agitate for the power 
to control their own affairs and to have an increasing role in 
forming Government policy. 

These developments are sometimes called “participatory 
democracy’—a contemporary movement whose aims and 
effects will become clearer with the passage of time. 

Labour unions were among the first effective citizens’ 
organizations. Workers in the nineteenth century began to 
realize that they had rights which were not being protected, 
and that their demands for fair treatment would never be 
met unless they formed their own associations to look after 
their interests. Today, prosperity is most marked in countries 
with free trade unions. 
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EMPLOYEES AND THEIR ORGANIZATIONS 


Somewhat less than one-quarter of the working population 
in Canada belongs to unions, and less than one-third of 
non-agricultural paid workers are organized. For those who 
do not belong to such groups there may be no organizations 
suited to their needs; perhaps they work in remote areas, 
or possibly they do not feel any need for the sort of help 
which collective action may provide. Nevertheless, the 
organized sector of the labour force tends to set the stan- 
dards for the rest: if unions achieve general wage increases 
and reduced working hours, this becomes a pattern for the 
economy as a whole. 

Unions originated to represent employees and give them 
some voice in determining the conditions of their working 
lives. The growth of unions in Canada, like the growth of 
Canadian industry, is largely a twentieth-century develop- 
ment, and has been conditioned by trends in Britain and 
the United States. 


The influence of British unionism 


Britain experienced its industrial revolution when Canada 
was still at the colonial stage—a few scattered settlements 
living by farming, fishing, lumbering, and the fur trade. 
British immigrants to Canada in the “Great Migration” of 
1815-1850 were most interested in getting some cheap land 
and becoming independent farmers. Some, of course, went 
to the towns and practised crafts such as printing and 
cabinet-making, and some entered professions such as medi- 
cine and law, but the urban working class formed a very 
small part of the Canadian population. The basis for a 
labour movement was lacking. 

Later, as Canadian industry grew, there were two or 
three attempts to establish outposts of British unions: the 
difficulties of keeping in touch with the parent body 
eventually ended the experiment. Individuals trained in the 
British labour movement who moved to Canada have made 
contributions to the Canadian unions which they joined, 
and in some cases led, but Canadian unions have not 
become “colonies” of their British counterparts. The direct 
influence of the British labour movement on Canadian 
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A barn-raising—The near absence of an employee 
class in rural Canada compelled pioneers to rely 
on co-operative effort in major projects. 





There was a branch of the Amalgamated Society 
of Engineers (machinists) in Hamilton, Ontario, in 
1857. 


THE RISE OF THE BRITISH LABOUR PARTY 


The existence of laws which hampered the activities 
of unions persuaded British labour of the need to 
elect sympathetic M.P.’s. At first they tried to work 
within the established parties and also elected a 
very few independent members. But this method 
was seen to be ineffective. In 1900 the Trades 
Union Congress set up the Labour Representation 
Committee, whose purpose was to make a serious 
effort to elect Labour members. In 1905 a regular 
political party was formed. Although it still bears 
the name Labour Party and derives most of its 
funds from the unions, it is not strictly a class 
party. It includes members from unions, from the 
co-operative movement, from the constituency 
Labour Parties (which anyone can join), and from 
the Fabian Society, an influential organization of 
intellectuals who do research and educational 
work. 


From the beginning the Labour Party rejected 
Marxism: it preached reform, not revolution. With 
the collapse of the British Liberal Party after the 
first world war, the Labour Party became a major 
political force; it won the elections of 1924 and 
1929, but did not achieve majority governments— 
which seriously limited its power. In 1940, as a 
result of the crisis occasioned by the fall of France 
and the threat of invasion by Germany, Winston 
Churchill of the ruling Conservative Party formed 
a coalition government, taking prominent Labour 
Party M.P.’s into his cabinet. The election of 1945 
returned a strong Labour majority. Defeated in 
1951, Labour won again in 1964 and 1966, and 
was narrowly defeated in 1970. 


During its comparatively brief history, the British 
Labour Party has influenced its opponents. Today, 
the Conservative Party and the vestigial Liberal 
Party are in many ways more “‘radical’’ than the 
old Labour Party in 1905. Ideas which once 
seemed revolutionary are now accepted as a matter 
of course. 


labour organizations has been comparatively small. The 
indirect influence, however, has been considerable. 

The idea of independent democratic organizations of work- 
ers was first effectively developed in Britain, partly because 
of early industrialization, and also because of the British 
tradition of political liberty. When British workers found 
that the operation of laissez-faire economics forced them to 
accept low wages, long hours, and hazardous working con- 
ditions, they began to combine in “friendly societies” for 
their mutual benefit. Some of these organizations developed 
into associations through which the workers could bargain 
with their employers about wages and working conditions. 

The organized workers were assuming that they could 
exercise the traditional British rights of freedom of associa- 
tion (so that they could form groups in the first place), 
freedom of speech (so that they could present their 
demands to their employers), and freedom of assembly (so 
that they could picket their employers’ property to per- 
suade others not to take over the jobs of the strikers). In 
fact, they faced an uphill struggle in establishing their 
claim to these rights. 

British labour served as an example to workers in other 
countries, as it fought a Parliament dominated by business- 
men, courts headed by judges of upper-class background, 
and employers who were stubborn advocates of the abso- 
lute rights of management. The widening of the franchise 
during the nineteenth century gave labour political influ- 
ence. In time, laws restricting the right to organize and 
(if necessary) strike, were repealed. 

Members of British unions who emigrated to Canada and 
took part in the Canadian union movement brought -with 
them a knowledge of the rules of orderly discussion and 
formal debate and a tradition of “solidarity” or loyalty to 
their fellow-members, which helped to give stability to 
Canadian labour. 

British unionism had more influence on the development 
of labour organizations in the United States than in Canada, 
because crafts and industries, both before and after the 
American Revolution, were much more advanced there 
than in the colonies which eventually entered Canadian 
confederation in 1867. British workers who migrated to the 
United States could begin practising their former trades 
directly, taking their union experience with them. Much of the 
British influence has come to Canada via the United States. 
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The American labour movement 


crar® UNIONS The first organizations resembling unions to 
be found on the American continent grew in the coastal 
cities of the early colonies. They were associations of crafts- 
men (wigmakers, carpenters, bakers, bricklayers, silver- 
smiths ) whose aims were: (a) to set wage rates, (b) to keep 
outsiders from practising the crafts, and (c) to establish 
apprenticeship systems. They had therefore some similarity 
to medieval guilds, and their position was weakened in 
much the same way with the spread of laissez-faire ideas in 
the eighteenth century. None of the early organizations 
survived into the modern period, but the idea of restrictive, 
monopolistic associations of skilled workers in distinctly 
separate crafts has been retained in some branches of the 
American labour movement today. 

The early craft associations were not suited to the growing 
American economy. With improvements in transportation, 
further immigration, and the opening of the frontiers, 
American labour became increasingly mobile, and the old 
exclusive rules, which would not let a shoemaker from 
Boston work at his trade in New York, broke down. Some 
regional and national groups—with branches in the United 
States and Canada—developed in certain crafts. For ex- 
ample, in 1850 a printers’ union was formed: it is still in 
existence, under the name International Typographical 
Union. But the unions of the period before the American 
Civil War remained closed to unskilled workers. 

One effect of the Civil War (1860-1865) was to promote 
large-scale industry. Armaments, iron and steel, textiles, and 
railways grew, especially in the northern states, in response 
to the demands of the war. 

A large part of the labour force, however, was not eligible 
to join the craft unions, but was suffering from the same 
sort of conditions which stimulated the earlier growth of 
unionism in Britain. The late nineteenth century was the 
golden age of American big business. Industrialists like 
John D. Rockefeller, J. P. Morgan, William H. Vanderbilt, 
and Andrew Carnegie were building empires in iron and 
steel, railways, oil, and shipping. Their ruthless suppression 
of competitors earned them the name of “robber barons,” 
and they were no more merciful towards their employees 
than they were to their business rivals. There was discussion 
of the need for a new type of union that would include 
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In 1806 the Philadelphia shoemakers “turned out” 
(struck). The title page of the record of their trial 
shows the prevailing attitude toward labour’s 
ambitions. 


ee 















OF PHILADELPHIA, 
NAN INDICTMENT 


‘FOR A COMBINATION AND CONSPIRACY 


_ -TO RAISE THEIR WAGES. 


The Homestead riot in 1892 was fought between 
Pinkerton strike breakers and steelworkers over a 
wage cut after Carnegie ordered the union broken, 
and went grouse hunting. Ten were killed. 








The Knights of Labour, first a secret society formed 
to thwart spies, was founded in 1869. By 1890 it 
was almost defunct. This cartoon of that year 
exaggerates the power of the Knights’ leader. The 
union had already lost more than three-quarters of 
its membership. 


unskilled as well as skilled workers and be big enough to 
counter the power of big business. 

Soon after the Civil War, in 1869, an organization called 
“The Knights of Labour” began its short and spectacular 
career. Unlike the craft unions, it accepted members, not 
only from the unskilled trades, but from non-industrial 
occupations like farming. It did not operate like a conven- 
tional union, being a cross between a fraternal organization 
(with a secret ritual, oaths, and mysterious symbols) and 
a propaganda machine. Although it was involved in several 
strikes, its main aim was to promote the idea of the brother- 
hood of man and the dignity of work. The Knights achieved 
little or no improvement in the economic position of the 
workers, but their backing of reform candidates in national, 
state, and municipal elections helped to encourage legis- 
lation for the control of monopolies. 

After 1890 the Knights faded out of the picture. They 
were not efficiently organized and did not come to grips 
with specific problems like wage rates and hours of work. 
But the Knights were not complete failures. The inspiration 
of their idealistic aims spread beyond the confines of the 
working class to influence reformers in all walks of life. 


THE BEGINNING OF BUSINESS UNIONISM Much more imme- 
diately successful was the further development of craft 
unionism, which took place about the time when the 
Knights of Labour collapsed. By the last quarter of the 
nineteenth century, new craft unions had been formed, 
most with regional and national headquarters. These unions 
produced some experienced leaders, accustomed to dealing 
with their own followers and with the employers. They 
thought that the Knights were too visionary and impractical 
and decided to concentrate on the particular needs of 
their own trades. 

The new unions found that they needed a national 
organization—in which all craft unions would be repre- 
sented—to work on problems common to them all, such as 
the prejudice against unions shown by the lawyers and 
judges of that day. Although unions did not wish to ally 
themselves with any one political party, they would offer 
to back candidates promising to repeal laws which imposed 
fines on striking unions and put strikers in jail. Since there 
are always more workers than employers, politicians came 
to take the “labour vote” seriously. 
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A central organization of unions could also deal with the 
inter-union conflict over the right to sign up members. It 
was easy to see that bakers belonged in a bakers’ union 
and not in a coal-miners’ union, but in the building trades 
and the metal-working trades there was a good deal of 
overlapping. Serious quarrels arose, which had the effect 
of weakening the labour movement from within. If a brick- 
layer picked up a hammer to drive in a nail, the carpenters 
claimed that he was stealing their work—he should join 
their union and pay their dues, or leave the job to them. 
An organization with the power to draw lines between the 
functions of different crafts was urgently required. 

Thus, in 1886, the American Federation of Labour was 
formed. Although it did not include all unions, it grew in 
strength and influence. The first president, Samuel Gompers 
of the Cigar Makers, dominated ari until 1924. A coura- 
geous, determined, and practical man, he tried to wipe 
out the idea that labour was radical or revolutionary, 
and worked to establish “business unionism,” aimed at get- 
ting a fair share of the national wealth for union members 
without upsetting the political and economic system. 


TWENTIETH CENTURY PROBLEMS With the coming of the 
twentieth century, certain new problems were added to 
those which organized labour had swept under the rug. 
What was to be done about unskilled labour? Mass pro- 
duction techniques had been improved with the adoption 
of the assembly line, so that old skills were becoming obso- 
lete, and new industrial tasks crossed and confused the old 
union boundary lines. Ironing out jurisdictional disputes 
occupied more and more of the time of Federation leaders. 
Many workers felt neglected, since the Federation was not 
interested in organizing them. 

For about twenty years the west coast in particular was 
the scene of agitation by a new union not affiliated with the 
AFL—the Industrial Workers of the World (1rww). The 
“Wobblies” (so called, according to legend, because a 
Chinese railway worker trying to pronounce “I-W-W” said 
“I Wobbly Wobbly”) had distinctly revolutionary theories 
and did not shrink from illegal action. Many members were 
immigrants from countries like tsarist Russia, where demo- 
cratic government did not exist and where workers were 
accustomed to secret militant societies which plotted vio- 
lent outbreaks. Naturally, the Wobblies’ methods gave 
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“King Debs,” Eugene Debs, head of the American 
Railway Union, was caricatured in 1894 during a 
Pullman strike which failed after seven were killed. 





One episode is commemorated in song—the exe- 
cution of a Wobbly balladeer on a framed charge 
of murder. ‘Joe Hill” is still found in union song- 
books. Some of Joe Hill’s own songs have been 
preserved, such as his version of ‘‘Casey Jones”. 
In it, Casey is supposed to be killed in a train 
wreck when he drives his engine during a strike 
on the Southern Pacific Railroad. The song ends: 


Casey Jones went to hell a-flying 
“Casey Jones,” the devil said, “Oh, fine ! 
Casey Jones, get busy shovelling sulphur 
That's what you get for scabbing on 
the S.P. Line.” 


Scab someone who works when the union goes on strike 


or who accepts a job at less than the union rate 


Another Wobbly song has been adopted as the 
anthem of the whole North American labour 
movement—" Solidarity Forever” by Ralph Chaplin. 


When the union’s inspiration through 
the workers blood shall run, 

There shall be no power greater 
anywhere beneath the sun, 

But what force on earth is weaker 
than the feeble strength of one? 

The union makes us strong. 

Solidarity forever ! 

The union makes us strong. 


(sung to the tune of “John Brown’s Body”) 


Have you observed any examples of this 
technique at the present time? If so, do you 
think it is used by genuine Communists, or 
is it merely an imitation of their methods? 


labour a bad reputation with the middle class and the gov- 
ernment. Harsh and sometimes unjust repression followed. 
The art did not respond adequately to the challenge of 
the Wobblies. The protest movement stemmed partly from 
neglect of the unskilled workers, partly from the prejudice 
against immigrants shown by the entrenched craft unions, 
and partly from the feeling common in the western part of 
the United States that people in the east were running the 
country and did not care about western problems. The 
Wobbly organization was crushed by about 1920, when the 
government and business interests were alarmed by revo- 
lutionary events in Russia and elsewhere, and feared that 
any strike might develop into a national uprising. The ar. 
suffered too—labour had developed a bad public image. 
The newspapers encouraged the idea that all unions were 
communist. This was nonsense. The Wobblies, though they 
talked about revolution and the class struggle, were not 
Communists—they behaved too wildly. Real Communists 
operate inconspicuously in a disciplined, patient fashion and 
according to a well-thought-out plan. While there were 
never many real Communists in the United States, they were 
skilled in getting results out of proportion to their numbers. 
In the unions of the 1920’s and 1930’s there was some 
communist activity, which gave responsible labour leaders 
a great deal of trouble. When Communists decided to take 
over a particular union, they used a technique known as 
“boring from within.” A few Communists would join a union 
local and come to the regular meetings. They were trained 
to speak well, and would give the impression of having good 
leadership qualities. They would arouse discontent with the 
elected executive, and gain backing from some unsuspecting 
members. Well versed in the rules of debate, they would 
tie up meetings with wrangles over procedure. Most of the 
union members would get fed up and go home. Then the 
Communists with their followers could pass the resolutions 
they wanted. At election time they would get control of the 
executive posts. Once elected to office, they could more 
easily make the business meetings tiresome, discouraging 
the rank-and-file from attending. If this plan was carried out 
in a number of locals the whole union might be in danger 
of a communist takeover even though actual Communists 
were a very small minority of the membership. 
The Communists showed what they were really trying to 
do when it came time to bargain with management. They 
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would stir up the workers with promises of great gains, then 
go behind their backs and make sweetheart agreements 
with management. Management would be glad to settle for 
very minor concessions. Then the Communists would report 
to the union membership: “This is the best we could do for 
you—management is too strong. You will never get what 
you want until you overthrow the whole political and 
economic system by force.” In other words, the Communists 
were trying to discredit the democratic trade union move- 
ment by making it seem weak; they were in fact promoting 
outright revolution. 

However, once the Communists’ tactics were understood, 
most unions began to clean house, with the result that there 
is little problem with Communists today. Official govern- 
ment repression (tried in the 1920's) proved worse than 
useless—it made martyrs and heroes of Communists, and 
increased their popularity. The most effective counter- 
measure was to beat them at their own game: by training 
non-Communist leaders in the rules of debate and procedure 
and getting the rank-and-file to stay to the end of all meet- 
ings. This last proved to be the most important single device 
for preventing communist takeovers or ousting Communists 
from an executive they had come to dominate. 

The 1920's were not happy years for labour. It was a time 
of rising prices, repression by government and employers, 
and much social unrest, reflected in the growth of organized 
crime in the big cities. The notorious Ku Klux Klan terror- 
ized negroes, Catholics, and indeed, all “non-Anglo-Saxons” 
in the southern states. The prosperous minority of the popu- 
lation was seemingly engaged in a frenzied pursuit of 
pleasure: their extravagant way of life emphasized the 
difference between rich and poor. An illusion of prosperity 
was created by two developments—the growth of modern 
high-pressure advertising, and the widespread adoption of 
instalment buying and easy credit. People were encouraged 
to live beyond their means, piling up debts which they 
found they were unable to repay. 

Then in 1929 came the crash. The effect on labour, both 
organized and unorganized, was disastrous. As the depres- 
sion deepened, unemployment mounted. In the absence of 
effective laws to set a ceiling on working hours and put a 
floor under wages, the length of the work week increased 
to 70 hours in some states and wage rates dropped to 15 
cents an hour or even less in some industries. Those who 
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Two or three North American unions are still domi- 
nated by a communist minority. 


Which are they? 


Bourinot’s Rules of Order and Roberts’ Rules of 
Order are two authorities on the rules of debate. 





“It’s people like you, Mr. Evers, constantly living 
beyond your means, getting hopelessly deeper and 
deeper in debt, to whom our industry owes its 
eternal gratitude.” 


—drawing by B. Tobey; 
copyright © The New Yorker Magazine 


A picket line— 





—news photo from the Galbraith Collection at 
The Globe and Mail 


Picketing A picket fence is made from a row of stakes 
joined together. Thus a picket line is a row of people joined 
in protest, demonstrating their solidarity to the public, to 
employers, and to other workers. 


were unemployed or living on greatly reduced wages could 
not keep up their mortgage and instalment payments, and 
if their burden of debt was large they lost their homes and 
possessions. It is true that the cost of living decreased: 
hamburger was 15 cents a pound, pork liver and spareribs 
5 cents a pound. But low prices were small consolation to 
those with few savings, heavy debts, and no income at all. 

Labour unions have always suffered in depression periods: 
when many of their members are out of work and cannot 
pay their dues, union revenues decline. Most unions cannot 
maintain their organizing and administrative staffs and can- 
not accumulate strike funds. Expansion becomes difficult at 
the very time when workers are most in need of the services 
a union can provide. A large pool of unemployed non-union 
labour is available to displace union workers who insist on 
being paid the union scale wages, and scabs who will take 
strikers’ jobs are abundant. 

The specialized craft unions of the arL were generally 
well-run, and led by capable, experienced men, but their 
organizations were too small to cope with depression prob- 
lems, and the Federation clung to the old-fashioned concept 
of business unionism. 

Depression conditions exaggerated some of the less desir- 
able tendencies of the craft unions. Because jobs were scarce, 
unions which were well entrenched were anxious to keep 
new workers out of their crafts, fearing that there was not 
enough work to go around. They jealously maintained their 
rules concerning jurisdiction, holding that in the automobile 
industry (to take an outstanding example) there should be 
separate unions for each of the many trades involved in the 
production of cars—carpenters (wood was used for some 
framework), sheet-metal workers, mechanics, electricians, 
machinists, glass workers, upholsterers, and others. Each of 
these groups was expected to organize and bargain with the 
employers separately, though all were supposed to honour 
a picket line set up by another union. Thus, if the electri- 
cians called a strike, the other unions were asked to stop 
working, even though they might have been satisfied with 
their own wages and working conditions, or at least did not 
feel in a position to afford a strike. As long as this unrealistic 
theory was in effect, union organization in the automobile 
industry was ineffective. 

Another undesirable practice of some craft unions was 
featherbedding; spinning out the work unnecessarily so 
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that the jobs would last longer, or insisting that more men 
than were really needed should be hired. 

Most disgraceful of all was the racial prejudice openly 
practised by a number of craft union leaders. Immigrants 
from Europe, as well as negroes and orientals, were often 
barred from membership. They were accused of trying to 
steal jobs from “100 per cent Americans.” It was true that 
negroes (who were used to a very low standard of living) 
and settlers from Asia and the poorer countries of Europe 
(who had known equally severe poverty in their homelands) 
were sometimes willing to accept conditions even worse 
than those which prevailed in American industry in the 
depression. Nevertheless, the attitude of those trade union- 
ists who practised discrimination was not only inhuman, it 
was also very short-sighted. As long as certain groups were 
prevented from enjoying the advantages of union member- 
ship they would be a threat to the union movement, forming 
a pool of substandard labour which employers would be 
tempted to use to break strikes and lower production costs. 


THE GROWTH OF INDUSTRIAL UNIONISM However, some 
American union leaders were not completely blind to the 
needs of the times. A number of art unions were taking 
less-skilled workers into their memberships, although not 
granting them full status. The president of the ari, William 
Green, began making speeches about the need to “organize 
the unorganized.” While this was not followed by positive 
action, it showed an awareness of the crisis facing labour. 
But events moved too quickly for the majority of ari 
leaders. A brief summary of American affairs in the depres- 
sion period will illustrate the background. 

American presidential elections take place at four-year 
intervals. In 1928 the Republican Herbert Hoover, a noted 
engineer, was elected. While he was outstanding in his own 
profession he had little knowledge of economics. The crash 
of 1929 took place before he had been a year in office. As 
the depression deepened, he kept repeating: “Prosperity is 
just around the corner.” The years went by, and the corner 
seemed to be farther away than ever. By the time of the 
1932 election the country was in a state of panic. Many 
observers believed that the United States was on the brink 
of violent revolution. 

The winner of this election was Franklin D. Roosevelt, 
a Democrat. Although he knew as little about economics 
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Featherbedding The original purpose of featherbedding 
was to prevent employers from making workers operate at an 
unreasonable rate of speed, thus doing an inferior job. Brick- 


layers, for instance, agreed to lay a certain number of bricks 
per hour and no more. But such rules eventually stood in the 
way of technological progress. 


What modern examples of featherbedding 
can you find? 


A demonstration by “hunger marchers” in southern 
Ontario— 





—from The Globe and Mail 


In the 1930's, the economic depression was as 
severe in Canada as anywhere else in the world. 





Mine workers, whose membership certificate 
appears above, welcomed all workers, skilled or 
not, and won a major coal strike in 1897. 


Industrial unions came into existence in Britain in 
the 1880's. Their example influenced the structure 
of American industrial unions. 


as Hoover, he was less dogmatic and had the good sense to 
surround himself with a group of experts (known as his 
“brains trust”) who could advise him. Possessed of a more 
attractive personality than Hoover, he was able to calm 
some of the national panic. He said: “The only thing we 
have to fear is fear itself.” His resounding victory in 
November of 1932 was not followed by immediate action. 
The American constitution at that time (it has since been 
amended) set the presidential inauguration in March, so 
that for four months Hoover remained as chief executive, 
doing nothing. Roosevelt spent the time in consultation with 
his brains trust. When he took office, he was ready with 
emergency legislation designed to cope with the depression. 

One of the measures which Roosevelt put before Congress 
was the National Industrial Recovery Act, known as Nira. It 
was passed in May, 1933, and became law. The Act covered 
a wide range of topics concerning business and industrial 
activities. It also contained the famous section 7a—a brief 
clause of enormous importance to labour. In fact, the clause 
was rather vague; it stated that employers were not to 
interfere with labour organizations, but made no specific 
guarantees of enforcement. Other parts of the Act attempted 
to regulate wage rates and hours of work, but section 7a, 
in spite of its vagueness, was the effective spur to impatient 
and dissatisfied elements in the AFL, who at last saw some 
sort of assurance that the federal government would back 
unions in their demand that employers should at least talk 
to the representatives chosen by their workers, and that 
employers who discriminated against workers who joined 
unions would fall under government displeasure. 

This encouragement was enough for a number of labour 
leaders in the ari. Prominent in the group of rebels were 
Sidney Hillman of the International Ladies’ Garment 
Workers’ Union (mcw) and David Dubinsky of the Amal- 
gamated Clothing Workers (acw). Most famous of all was 
John L. Lewis of the United Mine Workers (umw). These 
men headed unions which differed from the usual AFL 
pattern—they were not craft unions. If you worked at 
manufacturing ladies’ clothing you could belong to the 
1Lcw, whether your job was pinning on patterns, sewing 
buttonholes, or ironing dresses. If your work was connected 
with mining (working in a mine office, cutting coal, or 
operating a hoist) you could belong to the umw. These 
were industrial unions. 
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Labour leaders such as Lewis, Hillman, and Dubinsky, 
who believed that section 7a of the nira signalled a new 
opportunity for labour, embarked on organizing campaigns 
to increase the size of their own unions, and at the same 
time tried to persuade the ari executive to make a positive 
effort to create industrial unions open to all workers and 
cutting across craft lines. They were blocked by a majority 
on the executive—the old-time craft union leaders. Stormy 
scenes took place. At the 1935 art convention, one of the 
“old guard” called John L. Lewis an unprintable name, and 
Lewis, a powerful, hot-tempered man, punched him in the 
jaw. The next day, a group of rebels representing seven 
unions set up the Committee for Industrial Organization 
(cto), designed to organize unions on the industrial pattern. 
Over the next several months the ari executive tried to 
make the Committee disband, but to no effect. In 1936 the 
Federation suspended the unions, now ten in number, which 
supported the cio. 

The cro unions flourished; membership and enthusiasm 
grew. New unions were established by an effective tech- 
nique. The cro would set up organizing committees; they 
would supply money and lend experienced leaders to start 
the ball rolling. Thus the Steelworkers’ Organizing Com- 
mittee (swoc) was formed; when the swoc had built up 
a large membership and could stand on its own feet, it 
became an independent union with its own constitution 
—the United Steelworkers of America (usa). Similarly, 
the Textile Workers’ Organizing Committee, the Rubber- 
workers’ Organizing Committee, and others evolved from 
committees to full-fledged industrial unions. 

The cio itself changed its structure, becoming a formal 
organization rivalling the art. In 1939 a constitutional 
convention was held, and the Congress of Industrial Organi- 
zations made its appearance. (It retained the short form of 
the earlier name, cio.) John L. Lewis was elected president. 
This immensely colourful man, with all the eloquence of 
his Welsh forbears, a powerful and unique physical appear- 
ance which was the delight of cartoonists, an intelligence 
and ambition which triumphed over his childhood poverty 
and deprivation, and an ability to inspire and encourage 
the rank-and-file workers in a period of depression, was the 
man of the hour. 

The cro unions grew but, faced with the threat of compe- 
tition, the art also expanded. The art leadership approved 
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Much of the early growth of CIO unions resulted 
from the success of CIO organizers in persuading 
company unions to vote to cut their links with 
management and join the new independent indus- 
trial unions. 


John L. Lewis, a caricaturist’s delight— 





Because the American Constitution does not pro- 
vide for responsible government (see chapter 1.4) 
the American party system is weak. A president 
cannot assume that the members of his party in 
Congress will take a united stand in favour of his 
policies. ‘Lobbying’ by pressure groups is de- 
signed to influence individual congressmen. 


Once upon atime there was a longshoreman named 
Michael Fink, who worked on the New Orleans 
waterfront. Mike Fink was a fink (as defined by 
Leonard S. McLaughlin of the SIU). 


Yellow-dog contract Inthe nineteenth century, employers 
often forced new employees to sign a document by which 
they promised never to join a union. Union workers called 
anyone who agreed to this “a yellow dog.” 


the creation of more unions for the less-skilled workers. 
Total union membership in the United States increased 
from 9 million in 1930 to 22 million in 1939. 

Meanwhile there were important developments on the 
political front. The United States has a constitutional prob- 
lem similar to Canada’s—a federal system, with power 
divided between the national and state levels. The U.S. 
Supreme Court has the duty of deciding whether federal 
and state laws go beyond constitutional limitations. 

In 1935, nrra was declared unconstitutional by the 
Supreme Court, which meant that labour’s section 7a was 
no longer law. However, Senator Robert Wagner, worried 
by the vagueness of Section 7a, had already prepared a bill 
(the Wagner Act) which was more specific, offering firm 
guarantees that properly formed unions had the right to 
bargain collectively with employers on behalf of their 
members. The bill was passed not long after the Nmra was 
rejected, and was called the National Labor Relations Act 
(NLRA). It forbade employers to interfere with unions by 
inducing company spies, known as “finks,” to report union 
plans to management, or by hiring “goons’—thugs who 
were supposed to break up union meetings and demon- 
strations. It outlawed discrimination against unions by such 
devices as blacklisting or refusal to promote union mem- 
bers. It discouraged company unions, sometimes known as 
“employees associations,’ which are organizations imitating 
real unions but formed by company management and run 
by finks or by naive employees who do not realize the need 
for employee bargaining power. It required management to 
bargain with certified representatives of their employees. 
Finally, the Act established a National Labor Relations 
Board (NLRB) to supervise the administration of the legis- 
lation and, particularly, to certify unions as approved bar- 
gaining agents of the workers. 

To become certified, a union must prove that it represents 
a majority of the workers in a bargaining unit. If the union 
is industrial, the bargaining unit will probably be a whole 
plant, though some production employees with supervisory 
duties—such as foremen—are excluded, and often the office 
staff are not part of the unit. The union must prove that it 
operates in a democratic manner, with vote by secret ballot 
in its elections. The secret ballot to decide certification is 
taken under government supervision. Once a union has been 
certified by the NLRB, management must meet the union 
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negotiators, listen to the union arguments, and be prepared 
for some give-and-take bargaining. 

The immediate effect of the NLRA was not great. Union 
membership grew, but the growth was based on optimism. 
Management in the United States did not immediately 
accept the new Act and continued to set up company 
unions, hoping that the Supreme Court would declare the 
new legislation unconstitutional. But in 1937 the NLRA was 
ruled valid by the Supreme Court, and ever since it has 
been called the Magna Carta of American labour. 

During the late 1930's, many bitter strikes occurred. 
Usually they were started by cro unions and called chiefly 
over the issue of union recognition. Although wages, hours, 
and working conditions entered into the disputes, the main 
question to decide was whether the employers had to estab- 
lish a permanent working relationship with the unions. 
Usually the unions won. 

The three forms of union recognition are the open shop, 
the closed shop, and the union shop. The first is a weak 
form, and unions do not like it. Employers may hire anyone 
they please in the open shop, and the workers may join the 
union or not, as they wish. Clearly, where the open shop 
prevails, an employer may make a policy of hiring workers 
who are not likely to join a union, and thus in the course 
of time build up a majority of non-union workers in the 
bargaining unit. Then the union will be decertified. The 
NLRA forbade discrimination against unions in hiring and 
firing, but the open shop made it possible for many em- 
ployers to continue the practice. 


THE SECOND WORLD WAR AND AFTER While it was at war 
the U.S. government was naturally anxious to preserve 
stability in industry. It intervened on several occasions to 
help settle strikes or avert threatened strikes which might 
have disrupted the production of war materials. 
Meanwhile, the two rival union organizations continued 
their hostility to one another, although attempts at recon- 
ciliation were made. Both sides realized that the division 
weakened the labour movement, but each wanted amal- 
gamation on its own terms. The Art continued to grow, 
chartering more unions of the industrial type. The cro in- 
creased in size, but did not surpass the older Federation 
in total membership. John L. Lewis had departed: a poli- 
tical quarrel in 1940, when he wanted to throw union 


Employees and their organizations 271 


Craft unions, especially, prefer the closed shop. 
In this arrangement, an employer may hire only 
those workers who are already members of the 
union. There are various types of closed shop. In 
unions in which apprenticeship is required before 
a worker can become a full-fledged member, entry 
to the trade is strictly limited and controlled. In 
some closed-shop situations an applicant for a job 
merely goes to the union office, signs up as a 
member, and takes his card, proving to the em- 
ployer that he is eligible for the job. 


Certain industries use the hiring hall system: the 
union, in effect, does the hiring for the employers. 
A company needing workers sends a requisition to 
the union, which selects the necessary number of 
workers, guaranteeing that they are union members 
qualified for the jobs. Thus the employer does not 
need a personnel department. This kind of closed 
shop became common in the seafarers’, long- 
shoremen’s, and building unions, and was de- 
veloped because, in the days when foremen did 
the hiring for such jobs, they would often insist on 
receiving part of the pay as a bribe for providing 
employment. Unfortunately, the same sort of 
corruption can arise in the hiring hall: scandals 
which gave great concern to the labour movement 
were revealed in some American dockworkers’ 
unions. 


The union shop is a common form today among 
the new industrial unions. The employer may hire 
anyone he wishes. After a probation time during 
which the employer decides on employee suit- 
ability, the employee comes under the protection 
of the collective agreement, acquires a seniority 
rating, and must join the union. 


The UMW rejoined the AFL for a brief period, but 
in 1946 Lewis passed a note to William Green 
across a conference table— 


“We disaffiliate—Lewis.” 


Thereafter the UMW was not attached to any 
central labour organizations. 


Strike breakers at the post office at Bay and Front 
Streets, Toronto— 





—news photo from the Galbraith Collection at 
The Globe and Mail 


support behind the Republicans while the majority of cro 
leaders preferred the Democrats, had caused him to resign 
as clo president and—in 1941—take the United Mine 
Workers out of Congress. He was replaced by his former 
ally, Philip Murray of the Steelworkers. 

A national shift to the Republicans was apparent after 
the war. Republicans have generally been less friendly to 
labour than Democrats. A wave of anti-labour feeling 
(similar to that of the 1920's) was stirred by revelations of 
racketeering in certain unions: some leaders had had deal- 
ings with noted criminals, and were accused of mishandling 
union funds. The international tension of the cold war 
revived fears of communism, and focused attention on the 
fact that a few unions still had Communists entrenched in 
their leadership. Episodes of violence, particularly in port 
cities, created a damaging impression. Since newspapers, 
radio, and the new medium, television, were largely in 
the hands of business and industrial executives, stories 
unfavourable to labour received full emphasis. 

In this climate of opinion, Congress passed the Taft- 
Hartley Bill in 1947. Denounced as a “slave labour” act, in 
practice it has not severely hampered the unions. They have 
“learned to live with it.” It outlawed the closed shop, but 
not the union shop. It required union officials to make an 
affidavit that they were not Communists—this was a futile 
regulation, since genuine Communists have no objection to 
swearing false oaths. Other features of the Taft-Hartley Act 
included the provision for postponing strikes for an eighty- 
day cooling-off period in disputes which the President might 
declare hazardous to the national interest, and an attempt 
to ban secondary boycotts and sympathy strikes. 

Secondary boycotts are a way of bringing outside pressure 
on a company whose workers are on strike. Unions try by 
various means to persuade their own firms not to deal with 
a struck company, in an effort to cut it off from its markets. 
In a sympathy strike, unions in related industries stop work, 
again to get their employers and the public to put pres- 
sure on management to settle. Neither device has been 
widely used in the United States since the days of the rww. 
American workers usually prefer to support a strike by 
other methods—financial contributions, personal assistance 
to strikers, or joining the picket line in their spare time. 

Most major labour disputes in the 1940’s centred on union 
security—obtaining contracts to guarantee the union the 
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right to negotiate for its members, to set wage rates and 
hours of work, and to establish grievance procedures by 
which comparatively minor problems, often involving 
individual workers, could be settled by investigation and 
negotiation. In return, the union would agree not to strike 
for the term of the contract. 

One of the demands often made in disputes about union 
security was for the checkoff. When workers obtained a 
union shop, they would ask that the company automatically 
deduct union dues from their pay and rebate the lump sum 
to the union, saving union stewards a great deal of work. 

Seniority agreements are another aspect of union security. 
If a layoff occurs, members with the longest service keep 
their jobs. When rehiring takes place, men come back to 
work in the order of their length of service with the 
company. This prevents favouritism and forestalls many 
grievances. 

Interpretation of labour-management contracts caused 
some trouble. Labour claimed that once an agreement was 
in force, management should not attempt to change its 
employment policies without further consultation with the 
unions. Management claimed the right to make changes in 
any matters not specifically covered by the contract. This 
controversy over residual rights remains an active one, 
creating much work for lawyers on both sides. 

During the 1950’s there was an emphasis on negotiating 
for fringe benefits. These included any items in the contract 
outside wages, hours, and union security. Fringe benefits 
include holidays with pay, pension plans to supplement the 
government’s social security, health insurance plans, and 
sometimes special features like free travel (for airline 
employees) or subsidized meals in company cafeterias. 
Managements with a modern viewpoint realize that a degree 
of generosity over fringe benefits promotes loyalty and helps 
to retain valued workers: a man who has been many years 
with a company and is eligible for three or even four weeks’ 
paid holiday is not likely to go to another firm where he 
would, at first, get only one or two weeks. As competition 
among employers for skilled workers increases, the fringe- 
benefit “package” assumes more importance. 

An interesting development arising in the 1950’s was the 
demand of the United Automobile Workers, led by Walter 
Reuther, for the guaranteed annual wage. This was an 
attempt on the part of the union to overcome some of the 
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Checkoff ti ut fed j j r s—Som 


Fringe benefit issues in a recent Canadian labour 
dispute— 


isor 
ine hydro supervise 








special bulletin 


1. The union wants the maximum yearly pension raised from 70 
to 80 per cent of the average of an employees' best five con- 
secutive years. 


Hydro feels the present 70 per cent maximum is reasonable 
and adequate. As well, it points out that Department of National 
Revenue regulations limit maximum pensions to 70 per cent of the 
average of the best six years. Only one pension plan in the 
survey of 74 exceeds the 70 per cent maximum. 


2. The OHEU is asking that male employees with 25 years of service 
be allowed to retire at any time between 60 and 65 without loss 

of pension benefits. At present, 2 per cent is deducted for each 
year a male employee retires short of 65. 


While Hydro recognizes some plans now provide for retirement 
with no reduction of earned benefits before 65, few provide 
for it at 60. Hydro research indicates those plans which provide 
for retirement without reduction of benefits before 65 do not 
give monetary benefits as high as those received under the early 
retirement provisions of the Hydro plan. 


3. The OHEU wants an escalator clause based on the cost of living 
incorporated into the plan which would permit a maximum increase 
of 2 per cent each year in pension credits. 


Hydro is not prepared to incorporate an escalator clause 
in the plan because it would virtually set a precedent among 
private plans in Ontario. This provision alone would cost $6 
million a year. The Commission believes that for present 
employees provision is already made in the pension 
plan for the increasing cost of living. Because Hydro pension 
benefits are calculated on the average of the five highest 
consecutive years' earnings, pensions of future retirees are 
increased every time there is a general wage increase. 


4. Starting in 1969 the OHEU wants benefits of present pensioners 
increased by 2 per cent per year for each year they have been 
retired, and 


5. It also requests the 50 per cent widows' and orphans’ pension 
be applied to those who retired before 1966, and their survivors. 


Once Walter Reuther was being shown around a 
new factory which made automobile parts. The 
head of the factory, who was quite friendly with 
Reuther, showed him the automatic machines, and 
said, ‘Well, Walter, you won't get any union dues 
from these.” Reuther replied, “No, and you won't 
sell any cars to them either.” 


Reuther, who was killed in a plane crash in 1970, 
had long been urging American labour to become 
more involved in helping to solve general social 
problems like regional poverty and race conflict. 
He wanted the AFL-CIO to give more constructive 
aid to free trade unions in underdeveloped countries. 


Strains within the AFL-CIO led to serious diffi- 
culties. In 1968 Walter Reuther took the mighty 
UAW out of the organization, after years of conflict 
with George Meany. 


problems arising in an industry which suffered from sea- 
sonal unemployment. The union claimed that management 
should be able to calculate its markets and production for 
the year, forecast the employment available, and guarantee 
steady work and a predictable income to its regular 
employees. Management resisted the demand, arguing that 
the automobile market was an uncertain one. Nevertheless, 
car manufacturers made improvements in their production 
planning to reduce seasonal layoffs. Unions began to show 
great concern about automation. Some unions were declin- 
ing in membership as machines replaced men. 

At the end of 1955 the long-overdue merger of the ari 
and cio was accomplished, to the fervent strains of “Soli- 
darity Forever.” Discussions aimed at healing the breach 
had taken place over a number of years. The cumbersome 
title of “American Federation of Labour and Congress of 
Industrial Organizations” was adopted, and George Meany 
of the AFL was elected President, with Walter Reuther head 
of the Industrial Union Department. The purpose of the 
merger was to end the bitter jurisdictional disputes which 
occurred when cio unions raided art locals, or vice versa. 
The main problem was working out agreements for drawing 
jurisdictional lines and settling conflicts internally. 

Around 1960 there began an era of comparative peace 
on the labour front. Speeches and articles by management 
officials and union leaders optimistically predicted the dis- 
appearance of strikes as a method of settling labour- 
management disputes. There were some grounds for this 
optimism. Both sides had learned a great deal about bar- 
gaining techniques and were employing trained staffs 
(including an increasing number of economists) to gather 
facts and figures prior to their contract negotiations. Each 
had to study the other’s point of view and attempt to 
counter it with reasoned arguments. This more professional 
approach, it was thought, would result in satisfactory com- 
promises. Experience in some highly industrialized parts 
of Western Europe, notably in Scandinavia and West Ger- 
many, revealed the benefits of close labour-management 
co-operation. Sweden, for instance, has not had a major 
strike for thirty years; its standard of living is the highest 
in Europe and its industry efficient and progressive. 

Such optimism proved premature. Around 1965 trouble 
developed, for reasons which were not entirely clear. One 
reason was undoubtedly a rapid rise in the cost of living, 
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which caused unions to make increased wage demands. 
They claimed that inflation was lowering the standard of 
living of American workers. Management claimed that it 
could not afford wage increases without price increases, 
since the growing expenses of production, including the 
purchase and installation of new equipment, were cutting 
into their profits. Figures were produced on both sides, the 
unions trying to demonstrate that the productivity of indi- 
vidual workers was increasing, and that they therefore 
deserved higher wages, the managements trying to show 
their inability to afford the raises. Sometimes negotiations 
broke down, and lengthy strikes occurred. Occasionally, 
when union negotiators made settlements with management, 
the membership refused to accept them, repudiating their 
own leadership. Thus more work stoppages took place. 

In still other instances, wildcat strikes broke out. These 
are strikes not authorized by union leadership, and give 
great concern. They may result from a breakdown of confi- 
dence within the union and a lack of communication 
between the leaders and the rank-and-file. Trying to 
account for the rash of wildcat strikes, some experienced 
trade unionists pointed to dissatisfaction and frustration on 
the part of the younger workers—those who had not gone 
through the struggles of the thirties and forties, and who 
expected dramatic improvements in every annual or bien- 
nial contract settlement. 

Inequality in wage rates among different kinds of 
industry caused resentment. For instance, rates were sig- 
nificantly higher in manufacturing than in transportation; 
the transportation workers considered this unfair and 
demanded that their unions should close the gap. Further 
frustration was thought to arise from the changing nature 
of industry. While there was a shortage of highly skilled 
technicians, the need for workers in routine production jobs 
declined. Employees in “dead-end” jobs had difficulty in 
facing the fact that their value to employers was decreasing. 

Since unions are democratic organizations, the leaders are 
obliged to be responsive to the demands of the members, 
but they must also interpret to their members the realities 
of the economic situation. The revolution of automation 
confronts unions, management, and government with the 
need to adapt traditional methods to the changes in the 
industrial environment. But obtaining agreement on new 
policies proved difficult. 
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In 1970 the leaders of the UAW promoted the 
slogan “Thirty and out’ —after thirty years on the 
assembly line any auto worker, at whatever age, 
should be able to retire on a full pension. 


(In 1970 Canadian M.P.’s voted themselves a pension 
to be paid any member for life after ten years in 
office.) 


For collective bargaining to work prop- 
erly, the strength of the two parties—em- 
ployer and union—must be reasonably 
equal. If one is a lot stronger than the 
other, real bargaining won’t take place. 
The stronger party will simply dictate a 
settlement, and the weaker side will agree 
to it or be destroyed. 

This was recognized when legislation 
concerning collective bargaining was first 
adopted. Employers were obviously a lot 
stronger, and the laws were designed to 
offset this advantage. 

To prevent unions from being harassed 
and weakened by legal actions, they were 
not required to become legal entities. They 
were not made responsible for the actions 
of their members. They were shielded 
from the restrictions of anti-trust and com- 
bines legislation. Enforcement procedures, 
regulations, and a host of other provisions 
favored the unions, and offset the greater 
power of the employers. 

Today the strength of the two parties is 
again unequal. The blunt fact is that in 
most situations union strength far exceeds 
that of the employer. 

What small businessman or manufac- 
turer can stand up to the tremendous 
power and resources of the Teamsters, the 
Autoworkers, or the Steelworkers? What 
contractor can truly negotiate with build- 
ing trades’ unions, who hand him mimeo- 
graphed contracts and tell him to sign or 
go broke?. .. 


—from The Globe and Mail, June 25,1970 


A sidelight on American and Canadian labour 
history—Gompers (in Toronto) receives word that 
he has been convicted of contempt of court for 
breach of an injunction forbidding a boycott of a 
stove company. 


labor Leaders Must Serve Their 
Terms Says Court, 





GOMPERS LAUGHS AT IT 


Veteran Labor Leader Turns Tense 
indignation of Federation Congress 
In Toronte Into a Laugh When 
News fs Read Out—The Three 
Men Have Till Saturday Be- 
fore They Must Surrender. 


Toronto, Nov. 16.—A small piece of 
yellow paper, handed by a telegraph 
messenger to President Sam Gompers, 
just as the latter was raising his gavel 
to adjourn the American federation 
of Labor’s Convention yesterday af- 
ternoon, turned a listless, apathetic 
gathering into a tense, united mass, 
and provided the most spectacular 
ending to any meeting ever held in 
Massey Hall. 

The telegram was from the Feder- 
ation’s attorneys in Washington, who 
through the duy had been arguing 
before the District Court of Appeals 
in an endeavor to get a stay of pro- 
ceedings, so that President Gompers, 
Vice-President John Mutchell, and 
Seeretary Frank Morrison might ap- 
peal to the Federal Court from the 
sentences of imprisonment passed on 
thera by the District Court of Colum- 
bia. It read: “Darlingtos agreed to 
fifteen days’ extension, but court re- 
fused any extension. The mandate 
of the eourt goes down on Saturday 
morning.” 

This means that on Saturday morn- 
ing the three officers of the Federa- 
tion must surrender to the court and 
commence their sentences or forfeit 
their bail of $12,000. The sentence on 
Gompers is twelve months, Mitcheli 
nine “ months, «und Morrison six 
months. 

The reading of the telegram drew 
the convention up in an instant. It 
was only Gompers’ quizzical look on 
face und hearty laughter as he caught 
sight of Morrison’s serious aspect 
that prevented a demonstration. In- 
stead the convention joined in the 
laughter, and then applauded “old 
Sam’ for his grit. But the earnest 
faces and the tense conversations of 
the men who croyded round the three 
convicted leaders spoke of the feel- 
ings the telegram had aroused. 


—from the /ngersol/ Daily Chronicle, Nov. 16, 1909 


Watch for examples of the use of injunctions 
in labour disputes. 


The Canadian labour movement 


EARLY UNIONS Trade unionism began in British North 
America early in the nineteenth century. It could not have 
developed earlier. The first settlers were mostly farmers, 
sometimes practising fishing, lumbering, or trapping as well 
as agriculture. The towns were market centres, ports, seats 
of local or provincial government, or military bases. All 
were very small by modern standards. In these towns, 
craftsmen established themselves to supply goods and 
services for their communities and surrounding areas. The 
usual form of enterprise was a shop owned and operated 
by one man, often assisted by his sons. He might have one 
or two apprentices—boys learning the trade and hoping to 
set up their own shops in time. All would work from dawn 
to dusk, six days a week. 

The great influx of immigrants between 1815 and 1850 
changed the picture to some extent. The provinces (not yet 
united in Confederation) remained chiefly agricultural, but 
the towns grew, and._with them the employee class—persons 
who worked for a wage and had no part in ownership. 
Journeymen (employee craftsmen) organized unions on a 
local basis, following the British and American pattern. 

By 1867 there were not only local Canadian unions, but 
branches of a few British and American organizations. 
Shortly after Confederation the larger cities had councils or 
federations representing the organized crafts. One of the 
aims of the councils was to organize pressure for a shorter 
work day. Another was to sponsor political action. 

Unions in this period were hampered by the fact that, 
when they called strikes, employers would go to the courts 
and request injunctions—orders to halt the strikes on the 
ground that unions were illegal conspiracies interfering 
with business and hence with the property rights of the 
owners. If the injunction was granted, any union members 
refusing to obey could be charged with contempt of court 
—a criminal offence. Judges were inclined to grant injunc- 
tions, since they almost always sympathized with laissez- 
faire theory, which upheld the right of the employer to run 
his business as he wished. 

Unless new laws were passed establishing the right of 
working men to form associations for their economic better- 
ment, the union movement could not get off the gromnd. 
It was therefore necessary to influence Parliament. This 
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could be done in two ways—by offering to support candi- 
dates who would promise to work for new laws (the 
method adopted by American labour) or by running labour 
candidates who were not tied to the regular political parties 
(the British solution). Canadian labour tried a little of 
both. Since union membership was still very small, the 
“labour vote” was unimportant except in a few cities. It 
was enough, however, to turn the balance in close contests. 
Parliament passed legislation in 1872 allowing unions to 
register as lawful associations and removing some of the 
hazards of arrest for conspiracy. 

The world-wide depression which lasted from 1870 to 
1890 retarded the growth of the Canadian economy. Yet 
significant expansion occurred. It was in this sombre period 
that the building of the first Canadian transcontinental 
railway took place—painfully, by fits and starts—reaching 
completion in 1885. A number of railway craft unions 
emerged, in some cases without American or British afhilia- 
tions. Railway construction and operation stimulated other 
industries, from coal mining and iron and steel to building 
and flour milling. Growth of unions in these industries fol- 
lowed; the locals were often branches of U.S. organizations. 

A rather curious feature of the period between 1880 and 
1900 was the influence in Canada of the Knights of Labour, 
after their movement had collapsed in the United States. 
The Knights admitted farmers and small businessmen to 
membership, as well as industrial workers, skilled and 
unskilled, stressing the common interests of the different 
sectors of the economy. This approach had special appeal 
in a country with a small, thinly spread population, where 
city dwellers had often been born on farms, and where 
small businessmen had often started out as factory workers. 
The parish clergy in Quebec supported the Knights, approv- 
ing of their idealism. 

But, as in the United States, the craft unions, both Cana- 
dian and American based, were drawing together in an 
effort to form a national organization. One was set up in 
1886 which, after a bewildering series of changes in name, 
settled on the title, Trades and Labour Congress of Canada, 
which it retained until 1956. 


UNION RIVALRY The TLC at first included all types of unions, 
but when it formally associated itself with the American 


Federation of Labour in 1899, it underwent a change. The 
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At its height in 1886, the Knights of Labour had 
close to a million members. From these workers 
rose the militant cry: 


Toiling millions now are waking, 
See them marching on; 

All the tyrants now are shaking, 
Ere their power is gone. 


Chorus: Storm the fort, Ye Knights of Labor, 
Battle for your cause; 
Equal rights for every neighbor, 
Down with tyrant laws / 


Who will dare to shun the conflict ? 
Who would be a slave ? 

Better die within the trenches, 
Forward, then, ye brave | 


—from Talking Union and Other Union Songs 


The Winnipeg strike— 


x 





What are the dangers involved in bringing 
troops or outside forces into a community 
to control a strike or other civil dispute ? 


“Although many of the older citizens of Winnipeg 
today prefer to forget the events of the spring of 
71919, the Winnipeg strike was a most significant 
occurrence in Canadian history, if for no other 
reason than that it was the first and only time in 
Canadian history that a major city was split clearly 
into two opposing classes. The strike was of 
particular importance in the life of Woodsworth, 
not, as one might assume, because it altered any 
of his convictions or left him embittered, but be- 
cause it served as a searchlight focused on the 
facts which he was already fitting into a socialist 
analysis of Canadian life. Woodsworth emerged 
from the strike period more determined than ever to 
pursue the course upon which he had embarked. 
From the time of his first contact with the strike, 
three weeks after its beginning on May 15, to the 
time of his arrest a few days before its collapse on 
June 26, and on through the sedition trials of 1920, 
he was prominent in the advocacy of the strikers’ 
cause,” 


—Kenneth McNaught, A Prophet in Politics (University of 
Toronto Press, 1959) 





AFL insisted that the TLC expel both the Knights of Labour 
and any all-Canadian unions which duplicated the jurisdic- 
tions of AFL unions. The remaining unions in the TLC were 
almost entirely affiliates of the art by 1902. Some of the 
all-Canadian unions formed their own Canadian Federation 
of Labour, and in Quebec some remnants of the Knights of 
Labour became unions (syndicates) for Catholic workers. 

In the early years of the twentieth century, unions of the 
industrial type were growing in western Canada. They were 
not eligible to join the Tic, nor did they want to do so. As 
in the United States, many westerners were coming to 
resent what they considered domination by the east, and 
this included not only the business and financial interests, 
but the eastern politicians and trade union leaders. This 
being the case, it is not surprising that the 1ww, with their 
revolutionary ideas and militant tactics, spread into western 
Canada. One effect of the presence of the “Wobblies” was 
to make the independent western unions react by becoming 
less extremist. Most of them reorganized, joined aru afhli- 
ates, and were accepted into the tic. The rww declined 
after the outbreak of the first world war. 


THE WINNIPEG STRIKE During the war of 1914-1918, Cana- 
dian industry expanded, and with it the labour movement. 
After the war, another east-west split developed, for much 
the same reasons as before. This time a revival of the indus- 
trial union idea led to the creation of the One Big Union, 
which attracted a number of western locals away from the 
TLC. Its great test came in 1919 in Winnipeg. Metal trades 
workers in the opu went on strike for higher wages. Then 
other osu workers called sympathy strikes, until a general 
strike was in effect. 

General strikes, which shut down all industries and public 
services, are wasteful and do nothing to advance the cause 
of labour—they arouse the hostility of the public and 
usually lead to repressive action. In the Winnipeg strike, 
panic led city, provincial, and federal governments to act 
unwisely, arousing further bitterness. The romp and the 
army were called in, and strike leaders were arrested. One 
of these (not, strictly speaking, a union leader) was J. S. 
Woodsworth, a former clergyman who wrote for the labour 
press. He was charged with writing dangerously revolu- 
tionary articles. It turned out that he had been quoting the 
Bible. His arrest brought great ridicule upon Canada; 
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foreign papers commented on the episode with scorn, and 
the charge was dropped. Some of the leaders, however, 
were given jail sentences. The strike was called off. An 
official investigation later revealed that the strikers’ demands 
had been justified to a large extent. Thus ended the only 
real general strike in Canadian history. The osu lasted for 
several years more, then shrank to a small remnant. 


THE SPREAD OF INDUSTRIAL UNIONISM Through all these 
developments, Canada continued a predominantly agricul- 
tural country. In the early 1920’s there were nearly twice 
as many people working at agriculture as there were in 
industry. A serious agricultural depression began in 1922, 
from which the farm sector did not really recover until 
the second world war. The limited purchasing power of 
those dependent on agriculture affected the rest of the 
economy: the “boom” of the 1920’s was not as apparent in 
Canada as it was in the United States. The TLC unions 
declined in membership, since employment of a craft nature 
was becoming less available. Two new labour groups were 
formed, one, the All-Canadian Congress of Labour (acct), 
took in the older Canadian Federation of Labour, as well 
as some industrial unions not affiliated previously with any 
other groups. The Catholic unions in Quebec joined in the 
Canadian and Catholic Confederation of Labour (cccL). 

When the great upheaval in the art resulted in the 
emergence of the cro, its influence spread to Canada. The 
cio unions and organizing committees made rapid headway. 
The first big success was in 1937, when the cio Auto 
Workers won a bitterly contested strike in Oshawa against 
General Motors. The strike was settled in favour of the 
union. A meeting of the strikers was held, at which the 
negotiating team presented the terms of settlement and 
asked the union members to approve them. 

After the Oshawa strike, cro unions spread rapidly into 
Canada, following the American pattern of establishing 
organizing committees, which became full-fledged unions 
when they gained enough members and resources to sup- 
port themselves. Fear was expressed that the parent unions 
in the United States would dominate their Canadian and 
American sections, but this proved to be greatly exag- 
gerated. The amount of contact between the Canadian and 
American sections of the cio unions varied with the nature 
of the industry. In automobile manufacturing, where the 
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After his arrest and imprisonment Woodsworth 
wrote in a letter: 


“If the world is divided into the sinning and those 
sinned against, | fancy the jailed will come into the 
latter class and | must take my place with them. As 
Debs says, ‘while there is a soul in prison | am not 
free.” . . . Well, this surely about finishes the old 
conventional ideals. To be in fail is no longer the 
most terrible thing. ‘Justice’is no longer enthroned. 
In practice it depends upon a dozen conflicting 
interests, political and commercial. But one Is 
committed as never before to the cause of the poor 
and the helpless, particularly the foreigner. This ts 
only the first round!...” 


THE OSHAWA STRIKE 


In the Oshawa strike the union was ranged not only 
against the company but against the government. 
Mitchell Hepburn, then Premier of Ontario, decided 
to use the power of the state in support of the 
company. He stated privately that if the CIO 
entered Canada, it would probably start organizing 
the mining industry. Profits might be affected: the 
price of mining shares might go down. He deter- 
mined that he would prevent this calamity. So he 
enrolled large numbers of men, chiefly from the 
ranks of the unemployed, in a special detachment 
of the Provincial Police, and sent them to Oshawa, 
supposedly to keep order in the embattled strike- 
ridden town. In fact, there was no threat of vio- 
lence, perhaps in part because the president of the 
union local and leader of the strike, C. H. Millard, 
had gone quietly to the mayor to suggest the clos- 
ing of the beer parlors. He had also persuaded the 
town authorities to appoint fifty of the strikers as 
an auxiliary to the Oshawa police force; these men 
were given responsibility for keeping order among 
the picketers. 


A reporter and a photographer from a Buffalo paper 
offered some strikers money to stage a mock fight, 
so that the paper could have a “story” on violence. 
One of the special union police prevented this. 


At the strike settlement meeting, the Oshawa 
police chief, was introduced. He announced that 
during the strike the number of arrests had been 
lower than at any similar period in the town’s 
history. 


(Mitchell Hepburn later won nation-wide fame as the 
chief assassin of the Rowell-Sirois Report.) 


Charles H. Millard, Canadian labour statesman— 





After the successful conclusion of the Oshawa 
Strike, Millard became Canadian Director of the 
UAW, but a strong Communist faction (long since 
purged) engineered his defeat in 1939. Recog- 
nizing his organizing ability, the CIO appointed 
him head of the SWOC for Canada, and when the 
United Steelworkers was set up as a full-fledged 
union he became Director of its Canadian section — 
a post he held by election until his retirement in 
1956, by which time the Steelworkers was the 
largest union in Canada. He had been elected to 
the Ontario Legislature in 1943 and 1948. 


His retirement was not idle. He accepted the 
position of Director of Organization of the Inter- 
national Confederation of Free Trade Unions at its 
headquarters in Belgium, which post took him to 
many countries in Africa, Asia, and South America. 


After his return to Canada, he was appointed to 
the three-man Board of Trustees established by 
federal government emergency legislation in 1963, 
to supervise the affairs of Canadian unions involved 
in shipping, especially in the Great Lakes/St. 
Lawrence System. One union in particular (the 
Seafarers’ International Union) had fallen into evil 
days and serious disruption in Canadian trade 
resulted from union harassment in ports on both 
Canadian and American sides of the border. 
Millard was instrumental in establishing good 
management and effective democracy in the 
Canadian SIU and the government trusteeship was 
dissolved in 1967. 


By then in his 70’s, Millard turned his attention to 
local affairs and took a leading part in church and 
social service work in his own community. He 
received the honorary degree of Doctor of Laws 
of Waterloo Lutheran University in 1970, in recog- 
nition of his varied and numerous contributions to 
Canada and the world. 


firms in Canada were branches of American corporations, 
it was reasonable to expect close consultation between 
(say) Windsor and Detroit auto unions. In the steel indus- 
try, where the big firms (Algoma, Stelco, and Dosco) 
were not American-owned, the Canadian section of the 
United Steelworkers had less contact with international 
headquarters. 

One result of the spread of the cro into Canada was the 
formation of yet another labour congress. In 1940 the Cana- 
dian cio unions joined with the All-Canadian Congress of 
Labour (made up of unions with no American affiliations ) 
to establish the Canadian Congress of Labour (ccL). Over 
the next few years, several unions not previously members 
of any congress joined the cct, which provided a research 
service, helped to organize unions in industries where they 
did not exist, and pressed for changes in labour legislation. 


LABOUR LEGISLATION Laws affecting Canadian labour were 
seriously out-of-date by 1940. The change in labour organi- 
zation in the United States which had occurred in the 1930's 
had helped to promote major developments in labour law 
in that country. But in Canada, the power to make laws 
affecting labour rested largely with the provincial govern- 
ments. Federal laws could apply to only a few industries, 
such as shipping and railways, or those owned by the 
federal government. And the provinces, for various reasons, 
were not tackling the problem. 

However, for “the Peace, Order and Good Government 
of Canada,” the federal government had the power during 
wartime to make orders by cabinet decision which overrode 
provincial rights. A number of these Orders-in-Council were 
put into effect for the duration of the war emergency 
period; the most important of these was very similar to the 
National Labour Relations Act in the United States. By the 
end of the war, unions in Canada had the right to apply 
for certification, and the power to compel employers to 
bargain collectively, once certification was granted. For 
nearly three years after the end of the war, the Orders-in- 
Council remained in effect. Then the federal government 
gave up its special powers, leaving the provinces to pass 
their own laws. 

In their general outlines, the provincial laws have many 
similarities. They lay down rules for the procedure in certi- 
fying unions, provide the means for enforcing collective 
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agreements, and define “legal” and “illegal” strikes. They 
regulate conditions of employment and welfare measures 
of importance to workers. 


Unions, acting on their own or through 
their congresses, press for changes in labour legislation 
when they think it needs amendment or updating. They 
are not successful unless they can persuade a majority of 
the elected representatives to favour their views. 

In Canada, unlike the United States, labour has shown 
some interest in direct political action. Ever since the days 
of Samuel Gompers, American labour has preferred to 
work indirectly, putting pressure on individual representa- 
tives of both traditional parties, Democrats and Republicans. 

Canadian labour has never gone so far as to form a 
nation-wide “labour” party, but the ccxi in 1943 endorsed 
the ccr (the Co-operative Commonwealth Federation) as 
“the political arm of labour,” and permitted its unions, if 
they chose, to affiliate with the party and contribute a por- 
tion of their dues to its funds. Some union locals voted to do 
this. If any members did not want their dues to be used for 
political purposes, they were free to “contract out” of the 
arrangement. The ccu established a Political Action Com- 
mittee (PAC) to encourage union members to take part in 
politics, and several noted trades unionists were elected to 
Parliament and provincial legislatures. A number of unions 
lent salaried organizers to the ccr on a full-time or part- 
time basis. In the same period a few unions under TLC 
jurisdiction undertook similar political action, but most 
were prevented by their international (arL) constitutions 
from moving into the political field even if they had wanted 
to do so. 

At no time was it apparent that Canadian union members 
had a strong feeling of belonging to a distinct “working 
class.” Like Canadians in general, they identified themselves 
according to region, or according to language or religion. 


In the years fol- 
lavoatag he second adi war, union membership increased, 
paralleling the growth in the Canadian economy. Some 
lengthy strikes took place, chiefly on the issues of union 
recognition and union security, though of course adjust- 
ments in wages and hours of work were also demanded. 
The most important strike was probably that at the Ford 
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Provincial labour laws include acts approximately 
like the federal Industrial Relations and Disputes 
Investigation Act, and also other acts relating to 
specific problems, such as the settlement of dis- 
putes in essential services, and a body of “case 
law” based on previous court decisions. 


J. S. Woodsworth, founder of the CCF— 


—photo by Karsh 


Union the unit of labour organization which organizes and 
charters locals in the industries or trades as defined in its 
constitution, sets general policy for its locals, assists them in 
the conduct of their affairs, and is the medium for co-ordinating 
their activities—Funds are obtained from the locals through 
per capita dues. Delegates from the local union meet for 
regular conventions at which general policy is set and officers 
are elected. 


International union a union which charters locals in the 
United States and Canada 


National union a union which charters locals in Canada 
only 


Affiliated union a union which is affiliated with a central 
labour congress 


Local the basic unit of labour organization formed in a 
particular plant or locality—The members participate directly 
in the affairs of their local, including the election of officers, 
financial and other business matters, and relations between 
their organization and employers. Members pay dues to the 
local. There are locals of international, national, or regional 
unions, locals directly chartered by a central congress, and 
independent local organizations. Sometimes unions have 
units similar to locals such as lodges, branches, or divisions. 


Allied trades federations organizations of unions or locals 
functioning in the same industry in a particular area—They 
co-ordinate the activities of the members and deal with 
jurisdictional questions. Policies are established and officers 
elected at meetings attended by delegates from member 
organizations. Trades federations may be known by other 
names—such as union councils, union federations, joint coun- 
cils—and they are most frequently found in industries organized 
along craft lines. 


Labour congresses organizations having in affiliation various 
unions, directly chartered locals, provincial federations of 
labour, and local labour councils, for the purpose of broadly 
co-ordinating their activities at the national level, including 
the relations between unions and governments, and estab- 
lishing relations with organized workers internationally— 
Congresses hold annual or biennial conventions attended by 
delegates from affiliated organizations at which policies are 
established and officers elected. The congresses also organize 
local unions known as directly chartered locals. Funds are 
obtained through a per capita tax on all affiliates. 


Labour Organizations in Canada is areport prepared 
annually by the Economics and Research Branch 
of the Department of Labour. The most recent 
edition is available from the Queen's Printer. 


Motor Company in the latter part of 1945. The Ford Com- 
pany had traditionally opposed union activity. The strike 
was finally settled when the federal government, using its 
authority under the wartime regulations which were still 
in effect, appointed Mr. Justice Ivan Rand as arbitrator. 

The “Rand Formula,” as his decision is still called, was, 
though quite simple, revolutionary. He declared that when 
the majority of the bargaining unit voted in favour of the 
union (in this case the United Automobile Workers) then 
all members of the bargaining unit should have dues 
deducted by checkoff and paid to the union. He said that 
if the union was certified to bargain with management it 
was working for all the employees: the gains it obtained 
were shared by members and non-members. The union’s 
grievance procedure was also available to all. The union 
should therefore enjoy at least the financial support of those 
whom it benefited, and if at any time it ceased to be fav- 
oured by a majority of employees, it could be decertified 
—but as long as it was the official bargaining agent, 
Mr. Justice Rand held that each employee covered by the 
contract should pay an amount equivalent to dues. 

Over the next few years the Rand Formula was adopted 
as a normal pattern in major Canadian industries. Not only 
that—it spread south of the border: a rare example of a 
Canadian development influencing events in the U.S. 


CONGRESS MERGER In 1956 the tic and the cc merged. 
Both congresses had been discussing the move for years, 
agreeing on its desirability, but hampered by considerations 
of detail and by the division of the labour movement in 
the United States. The bitter personal rivalries which had 
kept the art and the cio apart were absent in Canada. 
When, at last, the American congresses agreed to unite, 
their Canadian counterparts were more than ready to do 
likewise. The name chosen—the Canadian Labour Congress 
(cLc) symbolized the much more effective unity achieved 
in this country than in the U.S., where the clumsy title 
AFL-CIO was adopted. Honorary President of the new Cana- 
dian congress was the veteran TLC leader, Percy Bengough, 
formerly of the Machinists’ Union. The President was 
Claude Jodoin, formerly of the International Ladies’ Gar- 
ment Workers Union. 

The cic is the Canadian counterpart of the aF-cro, but 
it is by no means a carbon copy. It contains, for one thing, 
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a number of unions, some very large, which do not exist in 
the United States. Among these are cure (Canadian Union 
of Public Employees) and carr (Canadian Brotherhood of 
Railway, Transport, and General Workers). It does not 
contain some unions which are affiliated with the ar.-cro 
—for instance the American Flint Glass Workers Union 
(Canadian membership in 1965 was 97) and the Inter- 
national Union of Journeymen Horseshoers of the United 
States and Canada (Canadian membership in 1965 was 10). 

The Canadian Labour Congress is completely inde- 
pendent of the art-cro, but their relations are generally 
friendly. They continue to differ in their attitude to political 
action, although both now have Political Education Com- 
mittees (PEC) replacing the pac’s of the cro unions. In the 
United States the ari-cio generally gives support to the 
Democrats. In Canada the cxc helped to found the Nop 
(the New Democratic Party), successor to the ccr, in the 
1960’s. The ctc encourages the voluntary affiliation of 
unions with the party. 

The traditional tendency of Canadians to resist class 
identification has persisted, and cuc leaders have never 
claimed to be able to deliver the “labour vote.” However, 
a committee appointed by the federal government to study 
the question of political—especially election—expenses 
reported in 1966 that the Nop was at that time receiving 
enough in contributions from unions to pay the cost of 
running its Ottawa headquarters. 


THE CNTU Not long after the formation of the cic, a sig- 
nificant development occurred in another sector of the 
Canadian labour movement—the cccui. Almost all of the 
unions belonging to this group were in Quebec, almost all 
the members were French-speaking, and almost all were 
Roman Catholics. Relations between the cccui and the ccL 
had been reasonably good, and after the formation of the 
cic there were indications that a merger would take place. 
However, in 1958, a European labour official, the General 
Secretary of the Christian International, came to Canada to 
confer with the ccci unions. His European organization 
was a federation of Catholic unions. His message to the cccL 
was that they should improve their organization, be more 
aggressive, and stress their “confessional” (religious) basis. 
The result was not what he expected. The cccr decided 
to become more militant and aggressive, but to modify 
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CANADA'S TEN LARGEST UNIONS 


1969 membership 


United Steelworkers of America 
(AFL-CIO/CLC) 150,000 


Canadian Union of Public Employees 
(GEG) 124,500 


International Union, United Automobile, 
Aerospace and Agricultural Implement 


Workers of America (CLC) 113,000 
Public Service Alliance of Canada 

(CLC) 96,200 
United Brotherhood of Carpenters and 

Joiners of America (AFL-CIO/CLC) 73,500 


International Brotherhood of Teamsters, 
Chauffeurs, Warehousemen and Helpers 
of America (Independent) 56,200 


International Brotherhood of Electrical 
Workers (AFL-CIO/CLC) 56,000 


International Association of Machinists and 
Aerospace Workers (AFL-CIO/CLC) 52,700 


International Woodworkers of 
America (AFL-CIO/CLC) 49,300 


Fédération Nationale des Services, Inc. 
(CSN) Service Employees’ Federation 
(CNTU) 44,800 


UNION MEMBERSHIP BY CONGRESS 
AFFILIATION 
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SOURCE: Canada Department of Labour, Labour 
Organizations in Canada, 1969 


Confessional unions {!n many European countries, unions 
were organized on the basis of religious affiliation. This 
hampered the development of collective bargaining, which 
requires that all workers in a bargaining unit be eligible to 
join one union. Thus, in France, Italy,and Belgium workers 
tend to look to government regulation for improvement in 
wages and working conditions. 


Négociations 
rompues 


Les négociations ont été rompues, hier 
midi, par la Fédération nationale des 
services (CSN) qui représente les 2,300 
employes de 39 hépitaux privés du Qué- 
bec, en gréve depuis le 31 mai. 

Le président de la FNS, M. Norbert 
Rodrigue, a déclaré que les syndiqués 
“‘n’avaient pas les moyens de demeurer 
sans raison dans les motels pour n’y 
faire que ‘tenir le temps’’. Ce sont 
nos travailleurs qui défraient les dépen- 
ses de telles négociations, a-t-il dit; 
nous ne pouvons pas, comme c’est le 
cas des associations patronales, compter 
sur le gouvernement pour défrayer nos 
dépenses. 

Le syndicat accuse principalement 
les trois groupes d’employeurs de re- 
fuser de “‘bouger”’ sur la question de 
la sécurité d’emploi. Il demande la 
sécurité totale d’emploi aprés deux ans 
d’ancienneté mais les institutions pri- 
vées répondent qu’elles ne peuvent assu- 
mer financiérement de telles obligations. 


—from Le Devoir, 27 juin, 1970 


its religious ties, reorganizing as the Confederation of 
National Trade Unions (cntv) or, in French, Confédération 
des Syndicats Nationaux (csn). The emphasis was on the 
word “National,” which in effect meant French-speaking. 
This, it will be remembered, was the time when French- 
Canadian nationalism was reviving in Quebec, and labour 
developments became part of the nationalist movement. 

Quebec had long been a low-wage area, rather difficult 
to organize. It was not easy to find French-speaking staff 
to work for the national and international unions of the 
cic, and it was expensive to maintain translation services 
to serve comparatively small numbers. Certain unions were 
able to develop skilled bilingual leaders in Quebec, but 
problems of communication remained a burden. 

The cnru expanded rapidly under leaders such as Jean 
Marchand (who entered politics in 1965 and promptly 
became a federal cabinet minister) and his successor Marcel 
Pepin. Starting from its base in the old ccc, it signed up 
a considerable number of small company unions, and even 
took a few locals away from the cic. By 1965 it had more 
than 150,000 members. Though this was a significant 
growth, it must be noted that in the same year cLc member- 
ship was over a million. 

The “news value” of the cnru was out of proportion to 
its size. Apart from the nationalist emphasis (studied 
closely by those who were concerned with possible threats 
to confederation) the cnrvu’s apparent enthusiasm for strik- 
ing caused some raised eyebrows. The cic unions, while 
insisting on “the right to strike” as a fundamental weapon 
of last resort, were, in the 1960's, making serious efforts to 
find and use other methods of settling labour disputes. They 
thought the cnru was in danger of setting the clock back. 

CNTU organizations representing nurses, teachers, and 
professional engineers have called a number of strikes. 
Such groups in English-speaking Canada are not normally 
affiliated with labour congresses. This tendency of the cntu 
to organize people in the professions has been watched 
with interest and some amazement. 


THE 1960's The increasing friction on the labour front, 
noted in the United States in the mid-1960’s, was also 
evident in Canada. There was a rash of wildcat strikes, and 
also a number of legal strikes which presented new prob- 
lems. Most of the major strikes since the 1930's had been 
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in production industries such as steel, automobiles, textiles, 
and mining. The best publicized strikes of the mid-1960's 
were in services, which more immediately affected the 
general public. Garbage collectors in Vancouver and else- 
where went on strike more than once. Airline mechanics 
struck, shutting down the operations of Air Canada (at 
Grey Cup time, too). Postal workers walked off their jobs, 
inconveniencing all (but bringing the public temporary 
relief from bills). The transcontinental railways were out 
of action for nearly a week. Strikes were narrowly averted 
in some power systems, and in others modified by the legal 
obligation of professional staff to remain on the job when 
union members called “rotational” work stoppages. In 
Toronto a brief strike of civic workers was settled before 
the waterworks and sewage system were seriously affected. 
In Montreal, police and mail strikes caused problems. 

Interpretation of these events is difficult, but some 
explanations were put forward at the time. One was that, 
important as service industries are to the economy, wages 
in this field have tended to lag behind those in the major 
production industries. Improved levels of skill were de- 
manded of the workers, yet they felt that their wages were 
not going up proportionately. With the exception of the 
railways, service industries usually lacked experience in 
organized labour-management relations. It was suggested 
that they were going through their “time of troubles,” like 
the production industries, but later in the day. 

Work stoppages in service industries may produce not 
only inconvenience but actual hazard to society. It is pos- 
sible to imagine surviving if the telephone system ceases 
to operate, though some loss of life might occur if one could 
not summon an ambulance or a doctor in case of emergency. 
But what happens if policemen, or perhaps worse, firemen, 
go on strike? 

To some extent, this problem has been dealt with. Police- 
men and firefighters, for example, at least in most localities, 
belong to associations which operate much like ordinary 
unions, but are not permitted to strike. They submit un- 
settled disputes to arbitration. But the comparatively poor 
pay of these essential public servants results in too rapid 
turnover of staff and an inadequate supply of recruits. 
This suggests that to date arbitration has not been an 
entirely satisfactory method of solving the problem of 
deadlocked negotiations. 
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A garbage strike— 








EEE EEE EEE Eblbblllllllllll blll belllbllllllllllllllllllllseeeeet 
THE SETTLEMENT OF LABOUR-MANAGEMENT DISPUTES 





Newspaper reports of current labour-management disputes are often confusing. An example of the settlement 
of such a dispute, although condensed and generalized, should help the reader to follow the steps leading 
to the establishment of a collective agreement. In examining any particular dispute, however, you first need 
to discover whether it comes under federal or provincial jurisdiction. The next step is to check the laws 
applying to the case, which may differ from the model below. 

The example assumes that a Labour Relations Board has certified a union as the bargaining agent for a 
bargaining unit in a company. (Certification in Canada does not differ much from the procedure estab- 
lished under the NLRA of the United States.) The existing labour-management contract between this 
union and the company will expire in two months. 


1. The members of the union would like certain changes in represents management, one labour, and one is chosen 
the next contract: increased wages and improved fringe by the Labour Relations Board. The conciliation board 
benefits. They appoint a negotiating committee to investigates the dispute, receives submissions from both 
present their demands to management. They have almost sides, and makes a report, which may be unanimous but is 
certainly received advice from their national or international more often split — two members agreeing on a majority 
headquarters to guide them in framing their demands, and report and the other submitting a minority report. 


a representative from headquarters will probably work 
closely with the negotiating team. The union will usually 
hold a strike vote: the members will be asked to 4. 
indicate whether or not they are prepared to go out on 
strike if the negotiating team cannot reach agreement with 


Agreement may be reached based on a conciliation report. 


If conciliation has failed—that is, if one or both sides 
refuse to accept the recommendations of the conciliation 
board or go back to bargaining—management may lock 


Pit inekefouen out the workers, shutting down operations until the 
Management receives the list of demands. If the firm is a union agrees to management's terms. Or the union may 
large one, the personnel department will probably be call the members out on strike. 


responsible for handling its negotiations with the union. A strike or lockout is an endurance contest. There may 


A meeting or a series of meetings follows. Usually also be a certain amount of bluffing involved. Manage- 

management starts by offering little or nothing, and labour ment hopes that the strikers will be persuaded by loss of 

claims that it must have the whole “package” of demands. pay to return to work for less than they were demanding. 

In ordinary bargaining, management makes some con- The union members hope that management will find dis- 

cessions and labour reduces some of its original requests. ruption of business costing more than the concessions it 

Bargaining is a give-and-take process. is being asked to make. Both sides hope for the support 
Agreement may be reached at this point and a contract signed. of public opinion. 


Agreement may be reached if one side gives in, or if renewed 


2. If negotiations become deadlocked, either side may apply ae 
bargaining leads to a settlement. 


to the appropriate Labour Relations Board for the appoint- 
ment of a mediator, who must be acceptable to both 
sides. Sometimes the Board offers mediation services on 
its own initiative. The mediator speaks to each side 
alternately, trying to persuade first one, then the other, to 
make concessions, or to resume face-to-face bargaining. 


5. Parliament and the provincial legislatures have the power 
to pass acts declaring that threatened or actual strikes or 
lockouts in their jurisdictions are dangerous to the public 
interest. Thus a government may make a particular strike 
or lockout illegal, and appoint an arbitrator (who is 

Agreement may be reached through mediation or through supposed to be impartial) to decide on terms for the 

further bargaining. settlement of the dispute. Alternatively, the federal or 

provincial government concerned may appoint an inquiry 


3. If bargaining or mediation fail to produce agreement, ag : UIs h 
commission, whose report will be binding on both sides. 


either side may request the Labour Relations Board to 
appoint a conciliation board of three members. One A sett/ement may be enforced at this point. 
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6. Special circumstances may surround a disagreement, and 

a different mode of settlement may be required. 

(a) Compulsory arbitration: In certain occupations, 
strikes are prohibited by legislation. Policemen and 
firefighters, for example, are not legally permitted to 
strike, but they have the right to bargain collectively. 
If bargaining does not produce a settlement, the un- 
resolved items are submitted to arbitration, which is 
binding on both sides. 

Voluntary arbitration: Management and labour 
may agree to submit unresolved disputes to arbitra- 
tion, choosing an arbitrator acceptable to both sides 
or asking the government to appoint one. Sometimes 
a time limit is set for negotiations: the parties may 
agree that all issues not settled in (say) ninety days 
will go to arbitration. 

Arbitration under existing contracts: Most 
labour-management contracts contain clauses stating 
that disputes which occur during the lifetime of the 
contract are to be submitted to arbitration. Many 
unions are now asking that new items arising during 
the contract period but not covered by the contract 
ought to be arbitrated also. This could be important 
if new techniques, such as automation, make drastic 
changes in working conditions. 


(b 


~— 


— 
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Makea study of a recent labour-management 
dispute in an industry covered by federal law. 


Makea study of a recent labour-management 
dispute covered by the labour law of your 
province. 


Obtain and discuss opinions of both labour 
and management on the advantages and dis- 
advantages of mediation, conciliation, and 
arbitration in the settlement of industrial 
disputes. 


Discuss the degree to which limitations on 
the right to strike are justified. 





CURRENT PROBLEMS FACING CANADIAN LABOUR 


The Canadian labour movement has long been accustomed to being criticized from outside. It is also 
prepared to criticize itself. The following list is taken from articles, pamphlets, and reports prepared by 


individuals and groups within Canadian organized labour. 
—There is still need to “organize the unorganized.” 


—There is a lack of interest and participation on the part of rank-and-file which threatens a breakdown of 


democracy within unions. 
—There is a need for more trained union leaders. 
—Jurisdictional disputes are still common. 
—There are too many small unions—mergers are needed. 
—There is too much empire-building among union leadership. 
—CLC-CNTU rivalry weakens both sides. 


—tLabour must co-operate with management to work out adjustments to automation. 
—A new approach to the settlement of labour disputes is needed ; more experimentation with mediation and 


arbitration should be attempted. 


In 1966 the CLC appointed a committee to consider changes in the structure of the Congress in hopes of 
solving some of these problems. It can be expected, however, that the question of reforming the Canadian 
labour scene will not be solved by the work of one committee but will be debated for a long time to come. 
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Apart from people who are unable to work for 
their own support, there are some who do not 
choose to do so. This group consists of some rich 
people and some poor people. 


There are not many rich unemployed people in any 
society today, but their affairs often get a great 
deal of publicity, and it is interesting to have a few 
of them around. They may have inherited wealth, 
earned it at an early age, or won it at a lottery or 
at the racetrack. These fortunate citizens pay high 
taxes on their incomes, and when they die a large 
part of their estates goes to the government. They 
oftengive time, money, and energy to patronizing 
the arts, working for charitable causes, and pro- 
moting constructive community activities. Jealousy 
of the advantages of the “idle rich” is a misplaced 
use of emotional energy. 


There is also a small number of very poor people 
who refuse to work. Again, although there are 
very few of them, they are apt to receive a lot of 
publicity. Every so often we hear about old women 
living in pig-sty conditions, surrounded by dozens 
of cats, dogs, or parrots. Or an old man is dis- 
covered, existing, not living, in a hut in the woods 
or in a newspaper tent under a bridge, far from 
such so-called necessities of life as supermarkets 
and television sets. Publicity is also given to some 
young people who despise the comforts and con- 
ventions of ordinary life and who form their own 
groups to protest the materialism and, to them, 
misplaced values of modern society. 


SOCIAL SECURITY 


Some economic problems of people who work for their 
living have been examined. But what about those who for 
one reason or another cannot maintain themselves ade- 
quately? It is obvious that no one can support himself 
throughout his entire life. Babies cannot keep themselves 
alive—they must be fed, kept warm and clean, and 
sheltered from danger, or they will die. Normally this care 
is the duty of the parents, but who is responsible for an 
orphaned infant, or one whose parents cannot carry out 
their responsibilities? Small children who can walk and talk 
and perform simple tasks were formerly considered employ- 
able: boys and girls as young as three years of age could 
work in the early textile mills, tying up broken threads as 
they crawled around the moving machinery, but it was 
found that they created too much of a nuisance when they 
were crushed to a pulp in the looms. Modern industry has 
no place for small children—someone has to support them, 
and again this is ordinarily the duty of the parents. But if 
the parents cannot or will not find work, how are the chil- . 
dren to be fed and clothed? 

Today well-trained adults are usually able to earn 
incomes which will provide a comfortable and secure stan- 
dard of living for themselves and their dependants. Even 
such people may experience misfortunes which will deprive 
them of their earning power. They may become blind, 
crippled, or otherwise handicapped. Their jobs may disap- 
pear through no fault of their own. Finally, they will likely 
grow too old to do the work to which they are accustomed. 
Should those who cannot earn their living lose their right 
to exist? In any modern civilized society, the answer is “No.” 

This has not always been the general opinion. In some 
primitive communities of the past it was customary to eat 
the old people when they were no longer able to work. The 
ancient Greeks used to put newborn babies out on the hills 
to die, if they did not wish the expense of raising them 
or if the infants appeared to be weak or deformed. A more 
humane attitude was promoted by the great monotheistic 
religions, as they developed their doctrines of charity and 
responsibility for the helpless and unfortunate. But charity, 
however earnest and well-intentioned, tends to provide 


288 








random and piecemeal assistance, and to concentrate on 
only the most obvious cases of need. 


THE BEGINNINGS OF SOCIAL SECURITY With the growth of 
national states after the Middle Ages, responsibilities of 
government centred on national defence, law and order, 
and the protection and expansion of trade. The system of 
justice was supposed to regulate such matters as land 
ownership, inheritance, contracts, and payment of debts. 

Further than these provisions, the welfare of individual 
citizens received little attention from the state, although 
in England an Act of Parliament required landowners in 
each parish to make contributions (the Poor Rates) for 
assistance to the aged, the sick, and the unemployed. The 
money did not go into a central fund, but was administered 
by a local committee consisting of the squire, the clergy- 
man, and a few other leading ratepayers. The relief given 
was very small, and in “bad times” was quite inadequate. 
Since landowners’ incomes depended on the rents they col- 
lected and the prices they received for their produce, they 
were unable to increase their contributions during depres- 
sions or famines. The system, in any case, had been 
designed for a society that was mainly agricultural—it did 
not suit one where industrial towns were growing rapidly. 

Private charity was supposed to bear the main burden 
of assistance to the unfortunate. Almost all religious 
denominations declared that the giving of alms was a duty, 
and many churches established hospitals, orphanages, and 
schools for the children of the poor. Wealthy landowners 
might also supply food, clothing, and nursing care to their 
impoverished tenants. The English aristocracy had a fairly 
good record in this respect; in France the indifference of 
the nobles towards the sufferings of their peasants was an 
important cause of the revolution of 1789. Private charity 
could work reasonably well in country districts, if the 
landowners had personal knowledge of those who were in 
need, but industrialization led to the development of 
densely populated slum areas in the factory towns, where 
the landlords were unconcerned with the condition of the 
poor and the churches were unable to serve the needs of 
a changing society. 

Throughout the nineteenth century a number of different 
ways of tackling the problem were tried in the industrial- 
ized countries. Organizations of workers, called benevolent 
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Lady Catherine De Bourgh, in Jane Austen's novel 
Pride and Prejudice (1813) — 


. and whenever 
any of the cottagers were disposed to be quarrel- 
some, discontented, or too poor, she sallied forth 
into the village to scold them into harmony and 
plenty.” 








—illustration by C. E. Brock 


The wealthy minority of the population help to 
support the arts. Theatrical groups, ballet com- 
panies, orchestras, and art galleries cannot “pay 
their own way.” 





Should more and larger government grants 
be made? 


A modern parallel to Bismarck’s action might be 
found in the Soviet Union, where the availability 
of free medical care and some features such as the 
provision of nursery schools for the children of 
working mothers are more common than in Canada 
and the United States. 


“He who is kind to the poor lends to the Lord, and 
He will repay him for his deed.” 
—Proverbs 19:17 


“Bear one another's burdens, and so fulfil the law 
of Christ.” 
—Galatians 6:2 


“One of the five duties of a Muslim is to give alms.” 
—The Koran 


societies, started their own insurance funds, to which mem- 
bers contributed small weekly amounts. When a member or 
one of his family died, the survivors received a payment, 
usually just enough to cover the cost of the funeral. This 
was an important consideration: families would otherwise 
go into debt to avoid the shame of a pauper’s grave. Self- 
help on this scale, however, was clearly not enough. The 
people who really needed assistance were those whose 
incomes were so low that they could not possibly save 
enough to participate in insurance schemes. 

Efforts were made to organize private charity more sys- 
tematically. Large foundations, often under royal patronage, 
were established to collect money, which they tried to 
spend efficiently. Volunteer workers went into the slums, 
interviewed poor families, recorded their needs for food, 
clothing, fuel, and medicine, and then applied to the chari- 
table funds for these supplies. There was never enough 
money. But the volunteers (who were often members of 
influential families) performed an additional service by 
collecting and publishing detailed information on the con- 
dition of the poor. Their revelations brought pressure to 
bear on governments, who could no longer ignore the fact 
that private charity was not able to keep up with social 
needs. 

Late in the nineteenth century, industrialized European 
states began to explore the use of government action to 
cope with the problem of social welfare. Strangely, the 
leader was Germany, a country in which democracy had 
not progressed as far as in England and France. In 
fact, Chancellor Bismarck introduced such measures as 
government-sponsored unemployment insurance and work- 
men’s compensation in order to head off the people’s 
demands for more opportunity to say how and by whom 
they should be governed. 


NORTH AMERICAN ATTITUDES In many respects, Canada and 
its rich neighbour have lagged behind other developed 
countries in social welfare legislation. This can be explained 
through an examination of the nature of their pioneer 
economies. Until comparatively recent times, the New 
World was rich in land, and most people lived on farms 
which were very large by European standards. In the typi- 
cal rural community or small country town the aged and 
the handicapped could be supported by their families. 
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Houses tended to be spacious enough to accommodate old 
grandparents and various poor relations, who could con- 
tribute to the household by performing many useful tasks: 
quilting, knitting, feeding the chickens, repairing harness, 
keeping the stove going, and minding the children. When 
the family income was reduced in periods of depression, the 
community could at least survive, because food and other 
basic necessities of life could be supplied by local effort. 
Neighbours traditionally helped each other, so that if one 
family suffered a disaster such as a fire, serious illness, or 
death of the main breadwinner, friends would be at hand 
to share their burdens. 

Even after the United States (and still later, Canada) 
had entered the industrial age, much of the pioneer tradi- 
tion remained in the minds of the citizens—it was perhaps 
strongest in those who were fairly well off, and who had 
positions of leadership at the local and national levels. They 
tended to resist the idea that government action was 
urgently required to help those citizens whose needs were 
not being met in an increasingly complex society. 


Workmen’s compensation 


One of the first social security measures to gain acceptance 
was workmen's compensation. This is a scheme to assist 
employed persons who are injured while working, or who 
contract illnesses known as “industrial diseases.” It is a 
means of making the industrial system work more efficiently 
and justly—not government charity, grudgingly doled out 
by the reluctant taxpayer. 

The first workmen’s compensation legislation was passed 
in Germany in 1883. It was soon imitated in most of the 
other European countries, and early in the twentieth cen- 
tury the idea spread to North America. By the 1920's most 
American states had compulsory workmen’s compensation 
laws. Today every Canadian province has its own Work- 
men’s Compensation Act, and federal legislation covers 
federal government employees, workers in the Yukon and 
Northwest Territories, and merchant seamen. 

The necessity for workmen’s compensation appeared with 
the development of large-scale industry. In factories, mines, 
and construction projects it was impractical to supervise 
every worker all the time, yet the increasing use of compli- 
cated machinery added to the danger of accidents. If a 
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Various attitudes to social security have been 
expressed by Canadians. 


Discuss the following points of view. 


“Just as the muscles of the body atrophy through 
disuse, so the character of the individual is de- 
Stroyed by dependence.” 


—Kevin Waspleigh, from aspeech to the Chamber of Commerce 


“With every extra government crutch the individual 
loses a bit more of himself, of his individuality and 
self-reliance.” 


—Patrick Nicholson (Ottawa Citizen) 


“In place of hard work and the seeking of oppor- 
tunity, we now look for security and leisure without 
wanting to earn them. And leisure today is seldom 
put to use; often it means nothing better than TV's 
endless stupefaction. ...” 


Paul Fox, President, St. Lawrence Corporation 


“It should be observed that Canadians already pay 
the cost of disease, social breakdown, inadequate 
housing, unemployment, and disability. The funda- 
mental question is whether the cost should be 
paid by individual Canadians in the form of physical, 
social, or economic incapacity as well as accumu- 
lated debts, or whether, by an intelligent rearrange- 
ment of the nation’s affairs, those most able to do 
so will pay the costs of preventing avoidable 
distress and alleviating the human burdens now 
loaded on the backs of those least able to bear 
the load.” 


—John Morgan, quoted in The Vertical Mosaic (1959) 


“We have enough free stuff.” 


—P. E. Trudeau, in the 1968 election campaign 


“We face today a dreadful threat from fools who 
would destroy us; 

Of something called ‘Security’ they prate in 
accents joyous. 

Security ? Its cost alone would drive us to 
perdition; 

Besides, it kills initiative and suffocates ambition. 

Security breaks down the will, the urge that keeps 
men free, 

It stifles effort, starves the soul—except in 
men like me.” 


—J. D. Ketchum, “Hymn to the Glory of Free Enterprise,” 
from The Blasted Pine, selected and arranged by F. R. Scott 
and A. J. M. Smith, © Canada 1957, The Macmillan Company 
of Canada Limited; reprinted with permission 


People working in construction and in other hazar- 
dous occupations are frequent victims of industrial 
accidents. Modern safety equipment and safe 


working habits, as illustrated by lineman below, 
prevent these. 





If you were injured at work would you 
prefer to take your employer to court, or 
would you rather have the case decided 
by a board accustomed to dealing with 
compensation cases? 


The provincial laws include their main industries in 
Workmen’s Compensation on a compulsory basis. 
In most provinces, if an employer in a minor 
industry (such as horseshoeing) wants to have his 
employees covered and thus save himself the 
trouble of court cases, he can apply to the govern- 
ment for inclusion in the scheme. 


Should all employed persons have automatic 
coverage under workmen’s compensation? 


Yukon and each of the North West Territories has 
a Workmen’s Compensation Ordinance adminis- 
tered under the authority of the Commissioner (the 
head of the territorial Government). Disputes are 
referred to the Alberta Workmen’s Compensation 
Board. Benefits under the Ordinances are fairly 
similar to provincial benefits. 


worker was injured on the job and believed that negligence 
by his employer was to blame, he had the right to sue him 
for damages. The court schedules became clogged with 
damage suits, each of which had to be decided individually. 
To win his case the injured employee would have to prove 
that he was not at fault, that his fellow workmen were not 
at fault, that the accident was not an “act of God,” and that 
some specific error or neglect on the part of the employer 
had caused the injury. He would also have to satisfy the 
court that the accident had damaged him financially, and 
prove how much he had lost and would continue to lose in 
wages and medical expenses. Lawsuits of this nature tended 
to be lengthy, and often impossible to decide fairly. Gov- 
ernments (being responsible for the administration of jus- 
tice) found in workmen’s compensation a method of reliev- 
ing the courts of some of their growing burden. 

If an employee is eligible for benefits under the Work- 
men’s Compensation Act, he cannot sue his employer for 
losses incurred through accident or industrial disease. 
Impartial boards determine the amount of compensation in 
each case, basing their decisions on the payment limits laid 
down by the regulations, the wage or salary level of the 
employee, and the report of the medical examiners. 


COVERAGE AND CONTRIBUTIONS Not all employed persons 
are covered. Provincial legislation specifies the industries 
which are included on a compulsory basis, and usually 
allows optional coverage to others. The employees make no 
contributions to the workmen’s compensation funds: pay- 
ments are made by the employers; the rate varies from 
industry to industry. Hazardous industries like mining and 
construction pay high rates, while the assessment for retail 
stores and restaurants is comparatively low. There is an 
incentive for industries to cut accident rates—where an 
improvement is seen to be permanent the compulsory con- 
tribution is reduced. 

Payments are not made, even when the employee is 
covered by compensation, if minor injury occurs as a result 
of deliberate misconduct on his part; however, if the injury 
causes death or serious disability, compensation is allowed. 
Accidents due to ordinary carelessness or even gross stu- 
pidity are covered. 

If an employee is killed, “death benefits” (an unfortunate 
term) include a payment for funeral expenses, a lump sum 
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for the widow, and monthly allowances for the widow, 
children, and other dependants. 

If an employee is sick with an industrial disease, or 
injured and off the job for more than a few days (the 
number varies from province to province ) he must promptly 
report his case to his employer, who then notifies the 
Workmen’s Compensation Board. The Board decides whe- 
ther the employee is eligible for compensation. If the 
employee is permanently disabled he will receive 75 per 
cent of his earnings up to a stated maximum for total disa- 
bility, and a lesser amount for partial disability. The major- 
ity of cases involve temporary disability, which may be 
total or partial. The rules for determining the amount of 
compensation allowed are approximately the same for per- 
manent disability, but the payments naturally cease upon 
recovery. Medical and hospital expenses are completely 
covered, and retraining is provided if the employee is un- 
able to do his former job but can perform other work. 


WORKMEN'S COMPENSATION IN PRACTICE Those with experi- 
ence in this field agree that the present workmen’s compen- 
sation schemes work fairly well: one estimate is that 95 per 
cent of cases are settled satisfactorily. Labour congresses 
criticize details of the provincial and federal acts, but 
support the principle of compensation, since without it 
employees would be obliged to launch costly lawsuits to 
obtain damages—many, of course, lack the money (or the 
courage) to do so. Employers occasionally complain that 
the contributions they must pay are unfairly assessed, but 
they, too, usually agree that workmen’s compensation is 
to their advantage. By keeping claims for damages out of 
the courts, harmful publicity is avoided, and legal costs 
are reduced. 

There are at present two general criticisms of the opera- 
tion of workmen’s compensation programs. First, the maxi- 
mum levels are considered to be rather low, in view of the 
fact that many skilled tradesmen and professional people 
are covered, and their wages or salaries may be two or 
three times the compensation ceiling. To obtain proper 
security in case of disability, such employees must purchase 
private insurance to make up the difference, since they are 
barred from seeking damages in the courts. The other 
complaint concerns the lack of co-operation between the 
provincial boards and the Canada Manpower Service of the 
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INDUSTRIAL DISEASES 


Silicosis is a lung disease resulting from breathing silica dust. 
It can attack miners, glassworkers, and metal polishers. if they 
work for several years under conditions of inadequate 
ventilation. 


Anthrax is a serious infectious disease which is carried by 
animals and can spread to workers in packing plants, or those 
who handle hides, raw wool, and fur. 


Lead poisoning was formerly very common among workers 
in paint factories and ceramics works. 


WORKMEN’S COMPENSATION BENEFITS, 1970 


Workmen’s Compensation benefits vary from 
province to province. For example— 


Basic payment for funeral : 


QUEBEC $600 

PRINCE EDWARD ISLAND $300 

ALBERTA $250 + $50 
for plot 


Maximum earnings on which compensation for 
injury is paid: 
BRITISH COLUMBIA 
MANITOBA 
ONTARIO 


$6600 per annum 
$6600 per annum 
$7000 per annum 


Minimum payment for total disability : 


SASKATCHEWAN $ 36.00 per week 
NOVA SCOTIA $125.00 per month 
NEWFOUNDLAND $125.00 per month, 


(or full average 
earnings, if less) 


Monthly payment for dependent children in case 
of death of worker: 


NEW BRUNSWICK $25 each if under 21 


and attending school 


SASKATCHEWAN $50 if under 16 (Board 
can continue payments 
to 19 if necessary for 
education) 

QUEBEC $35 if under 18; no age 


limit if attending school 
$43.40 if under 16; 
$48.71 if 16-18 and 
attending school ; 
$54.12 if 18-21 and 
attending school 


BRITISH COLUMBIA 


SOURCE: Workmen’s Compensation in Canada, 
Queen’s Printer 


The Canada Manpower Service has employment 
offices in all major cities. Lineups for jobs are 
common, sometimes stretching out down the 
street. 





Find out how your local Canada Manpower 
office works and what services it provides. 


federal government. The boards have the responsibility for 
rehabilitating and retraining disabled workers, but are not 
required to find jobs for them. If, for instance, a miner is 
injured so that he can never go back to the pit, he might 
be trained to do light work in a factory. But what if there 
are no jobs of this nature in his community? Closer liaison 
with the provincial compensation boards may develop from 
the reorganization of the manpower services which began 
in 1965, and the disabled miner might obtain assistance 
from the Manpower Mobility Programme (begun in 1965) 
in moving to another locality. Arranging details of federal- 
provincial co-operation in matters such as this usually takes 
a number of years. 

Workmen’s compensation has been taken as the first 
example of a social security measure because of its com- 
parative simplicity. It covers certain stated occupations. It 
is supported by a fund made up of contributions from 
employers, with nothing coming from employees or govern- 
ment tax revenues. Payments are made according to the 
regulations as interpreted by the compensation boards, and 
are not based on an assessment of individual needs. 


There are many other ways of financing social security. 
In some, a fund is set aside to cover the costs; in others, 
payments are made out of general government income. 
Some forms of social security require payments by both 
employer and employee, and there may be government 
payments in addition. Some are universal, such as family 
allowances, which are made even to millionaires who have 
children of eligible age, while pensions for blind persons 
go only to those whose incomes are very small. There are 
federal measures, provincial measures, municipal measures, 
and schemes in which all levels of government co-operate. 


Unemployment insurance 


Another social security measure designed to help cover 
income lost when a member of the labour force is out of 
work is unemployment insurance. In Canada, this plan was 
brought into being in 1940, after an amendment to the 
British North America Act gave the federal government the 
right to make laws in this field, formerly considered to be 
under provincial jurisdiction. The Unemployment Insurance 
Act has been revised several times since then. 
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Both unemployment insurance and workmen’s compen- 
sation apply to persons normally employed, but exempt 
certain classes of workers. Both pay benefits related to the 
ordinary earnings up to a maximum ceiling. 

However, since workmen’s compensation is handled 
mainly by the provinces, the regulations and benefits vary 
across the country, while unemployment insurance is uni- 
form for the whole of Canada and is handled by the federal 
Department of Manpower. Payments into workmen’s com- 
pensation funds are made by employers only, but unem- 
ployment insurance contributions come from employers, 
employees, and the federal government. Workmen’s com- 
pensation benefits continue as long as needed—in other 
words, as long as injury or industrial disease keeps the 
recipient from doing his regular work. Unemployment 
insurance payments are normally related to the length of 
time the recipient has been making contributions and the 
regular benefits cease after one year. 


CONTRIBUTIONS AND COVERAGE Under the original legisla- 
tion, only people making less than a set amount of money 
have paid into the unemployment insurance fund and 
derived benefits from it. Contributions were based on the 
weekly wage rate and increased up to the income ceiling. 
The ceiling was established for two reasons. First, it was 
considered that people making reasonably high salaries 
were skilled enough to find work easily—in fact, with the 
shortage of skilled manpower in this country, they would 
probably not be unemployed for long even in a recession. 
And, secondly, those who had incomes above a certain 
level were supposed to be able to save enough to tide them 
over a period in which they might be changing jobs. The 
income ceiling did not apply to hourly-paid workers 
who can be laid off at short notice and who do not have 
the implied contract rights enjoyed by salaried employees. 

Apart from those excluded by the income ceiling, there 
were other groups who did not contribute to or benefit 
from unemployment insurance. Government employees— 
federal, provincial, and municipal—were not covered if 
they were on permanent staff, since this was considered a 
form of contract employment. Teachers were excluded on 
the same grounds, as well as for the reason that there was 
such a shortage of teachers that no qualified member of 
the profession needed unemployment insurance. Public 
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At the time of writing (1970) workmen's compen- 
sation and unemployment insurance benefits are 
not taxed. 


What arguments can be or have been ad- 
vanced for such payments being taxable? 


In a recent year, the Unemployment Insurance 
Commission discovered that over $1,000,000 was 
paid out to “unemployed” claimants who were 
actually earning money and not reporting it. They 
estimated that up to $2,000,000 (10 percent of 
payments) was paid out similarly but not detected. 


Implied contract Lawyers consider that if your salary is 
quoted on a yearly or monthly basis, you have a legal right to 
receive a month's notice, or a month’s salary in lieu of notice, 
if your employment is terminated. Of course, if you are 
employed under a signed contract, it specifies the manner in 
which either party may end the arrangement. 


Under current unemployment insurance reg- 
ulations, what happens to someone who 
alternates between insurable and uninsurable 
employment? 


In some cases where special investigation was 
necessary, the period before which benefits were 
paid might extend to six weeks. The benefits were 
approximately 60 per cent of previous earnings up 
to the income ceiling. A person with a dependant 
received slightly higher benefits. It was possible 
for a recipient of unemployment insurance to earn 
a small amount per week without any deduction 
being made from the benefit payments. 


Benefits could “run out.” ~The rule was one week's 
benefit for each two weeks’ contributions, with a 
limit of a year’s benefits at one stretch. However, 
there were exceptions, including a possible ex- 
tension if the benefit period ended during the 
winter—the time of high seasonal unemployment. 


Interview someone who has received Unem- 
ployment Insurance benefits to find out his 
opinion of the system. 


What are the merits of an income ceiling? 
Should there be exemptions for other 
reasons? 


Discuss the pros and cons of compulsory 
unemployment insurance. 


and non-profit hospitals could decide whether or not their 
employees should be insured. Because they received govern- 
ment grants, hospitals would be paying employers’ con- 
tributions out of the taxpayers’ money, and would need 
even larger grants to maintain their services at the proper 
level. Finally, certain other occupations were exempted 
from unemployment insurance, usually because the admin- 
istrative difficulties of including them were too great, or 
because the employment tended to be irregular. Private- 
duty nursing, private domestic service, and hunting and 
trapping were also in this category. 

Unemployment insurance was never intended to do more 
than help employable persons who temporarily lacked 
work. To be eligible for benefits, an unemployed man or 
woman must show that he or she had made at least thirty 
weekly contributions in the two years preceding the appli- 
cation. The applicant had to be willing to accept work 
equivalent to his old job if the Canada Manpower Service 
could find a suitable opening in his community. He had 
to agree to take retraining if this were available. But if an 
unemployed person met all the requirements of eligibility, 
benefits started after a waiting period—usually one week. 

The fund was supposed to be self-supporting, although 
the federal government paid the administrative costs. When 
the plan first came into effect, Canada was moving into 
a period of full employment, because of the demands of 
industry during the second world war. For many years 
the fund was more than adequate—the labour force grew, 
and contributions exceeded benefits. But late in the 1950's 
when a recession caused a sharp rise in unemployment, it 
was feared that there would not be enough money to pay 
benefits. The federal government might have had to make 
up the difference by a special grant. This proved to be 
unnecessary, but since then the whole system of unem- 
ployment insurance has been under public scrutiny. 

In 1962 a Royal Commission appointed by the federal 
government reported on problems experienced ins the 
operation of the Unemployment Insurance Act. It recom- 
mended a tightening-up in administration to reduce certain 
abuses, such as the granting of benefits to people who 
stopped work with no intention of continuing in employ- 
ment, but who apply for unemployment insurance just the 
same. It suggested a higher rate of benefits, which has 
subsequently been put in effect. 
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In general, the unemployment insurance system has accomplished its two main objectives. It relieves the 
provinces of much of the need to pay for aid to those who are out of work, and it establishes for the insured 
part of the population the principle that they are not ‘’on the dole” when they accept benefits. They have 
earned a right to them by making their contributions while they were employed. 


Further changes in the Unemployment Insurance Act can be expected from time to time. No one pretends 
that it works perfectly, but it is nevertheless a vital part of Canada’s social security system. 


PROPOSALS FOR A NEW SYSTEM OF UNEMPLOYMENT INSURANCE 


In the summer of 1970, the federal government announced 
that it would present some drastic changes in the Unemploy- 
ment Insurance Act in a future session of Parliament. 


Coverage Some categories of self-employed workers had 
previously been eligible for unemployment insurance. All of 
these would be dropped, except fishermen. But almost all 
employed workers would be covered regardless of their 
earnings. Part-time work would be insured if it brought in at 
least $25 per week, unless it was clearly of the occasional 
odd-job variety. 


Contributions The income ceiling for contributions would 
be raised from $5200 to $7800 per year, which would be the 
top, even if the contributor earned several times that amount. 
But the rate of contributions would come down. Previously 
the maximum paid by an employee was $1.40 per week at the 
$5200 ceiling. The new maximum would be $1.32 at $7800. 
Employers, who previously paid an amount equal to the em- 
ployee’s share, would have to pay more in the early years of 
the new plan, but would reduce their contribution in most 
cases if they proved after several years that they had a lower 
than average layoff rate. The government, which previously 
paid 20 per cent of the total contribution, would pay nothing 
unless the national employment rate went above a 4 per cent 
annual average. 


The government was counting on much larger total contribu- 
tions (estimating an additional 1,160,000 workers covered by 
the plan, many of whom would be at or above the contribution 
ceiling). Therefore, it could lower individual contributions, 
and refrain from adding money derived from taxation revenues 
unless general unemployment levels were rather high. 


This is an interesting version of the application of fiscal policy. 
The question is, is it fair? The principle of insurance is ‘spread 
the risk.” Are the new contributors in need of insurance 
against unemployment? Some certainly are—for instance, 
hospital workers. And, these days, employees in previously 
“safe” jobs, such as government service, are occasionally 


displaced by automation. The end of the ‘baby boom” has 
led to an earlier unimaginable surplus ot elementary teachers 
in the larger (and more favoured) areas. But the government 
admitted that many of the new contributors were, in fact, 
being asked to pay an additional tax disguised as an insurance 
premium for the benefit of their less fortunate fellow citizens. 
Self-employed people, and those whose income was derived 
from investments, pensions, etc., would be exempt, although 
it could be said that these groups face risks which a securely 
employed person does not have to worry about. 


Benefits Certain “sweeteners” would be introduced into the 
benefit schedule. People who left the labour force because 
of illness, pregnancy, or retirement would become eligible 
for benefits of varying duration if they had made sufficient 
contributions. They would feel they had received something 
in return tor their payments, and would be more content—a 
source of petty cheating would disappear. 


More important, however, was the proposal to review each 
claimant's situation at stated intervals. A person unemployed 
for too long becomes unemployable. By calling in recipients 
of benefits and interviewing them it may be possible to direct 
them to.alternative employment, to retraining programs (for 
which they receive financial aid), and to opportunities in other 
parts of the country. If they do not co-operate, they lose 
their benefits. 


Benefits should be taxable: this need not be a burden on those 
with a low income who pay little or no income tax when 
employed, nor on those who are earning salaries above the 
contribution ceiling and experiencing three or four weeks’ 
unemployment in one year. Furthermore, a tax deduction 
would be allowed with respect to contributions (which had 
not previously been the case) so that the annual saving could 
be considered a partial benefit. 

Regions with a stubborn unemployment problem would be 
given extra concessions. Thus the Unemployment Insurance 
fund was to reinforce the general taxation system in transferring 
money from the richer to the poorer areas. 
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ee attitude of organized labor, and espe- 

cially of the C.C.L., on the subject of fam- 
ily allowances is entirely clear and entirely 
wrong. There are some tenable objections to 
family allowances, but they have no weight 
with organized labor. The leaders of that por- 
tion of the nation hold that family allowances 
are a scheme for keeping wages low. They 
maintain that a wage-earner should be paid 
exough to enable him to raise a family of 
eight children, even if he has no children at 
all; then, even if he has eight children, he will 
still need no family allowance, 

Whether these leaders honestly believe that 
all wage-earners can produce enough income 
for their employers to enable them to pay a 
wage which will if necessary maintain eight 
children we gravely doubt; but they are in 
politics, and in politics it is often necessary to 
pretend to believe things for the sake of the 
party. At all events they consider it necessary 
to make their followers believe that industry 
can well afford to pay wages enough to enable 


the raising of eight children, that only the 
selfish greed of the “bosses” prevents these 


wages from being paid, and that labor lead- 
ers are the people to fight the selfish greed 
of the bosses and get them paid. 

But we can assure both them and their fol- 
lowers that there are very few employments 
in these modern days which can afford to pay 
wages sufficient for the raising of a family 
of eight at modern standards of health and 
comfort and self-respect — or even at the 
standards made possible by the combination 
of current wages with the rather moderate 
family allowances now proposed. Wages are 
kept down in the main not by the rapacity of 
employers but by the price limits prevailing 
in the market in which the products of labor 
are sold. To increase wages per hour without 
increasing productivity per hour (there is a 
slight tendency for the one increase to cause 
the other in a lesser degree and rather belat- 
edly) must bring either an increase in prices 
(which offsets the increase in wages) or a 
decrease in production and hence in employ- 
ment. 

Organized labor, doubtless inevitably, has 
worked to make the income of the youth of 
twenty equal to that of the father of a 
family. This state of affairs is good for 
union organizers but not for society. Family 
allowances seek to correct it. It is not surpris- 
ing that union leaders are against family al- 
lowances; but it is not convincing. 


—from Saturday Night, February 26, 1944 


Family allowances 


Two kinds of contributory social security plans have 
been examined. The system of family allowances, by con- 
trast, is non-contributory and also (unlike workmen’s com- 
pensation and unemployment insurance) universal. 

Family allowances were introduced in 1944. They are 
not paid out of a special fund, but from general government 
revenues. Six dollars a month is paid for each child under 
ten years of age, and eight dollars for children between ten 
and sixteen years. No payment is made if a child is of school 
age but not receiving an education, unless there is some 
good reason for this. 

When family allowances were first proposed, there was 
strong criticism from some quarters. It was claimed that 
many parents would squander the money on beer, and that 
it would be better to supply free milk, warm mittens, etc., 
etc. This view reveals a rather cynical opinion of the char- 
acter of Canadian parents. Family allowance cheques ordi- 
narily go to the children’s mothers, and most are spent on 
groceries. Another criticism was that people who already had 
plenty would be receiving government handouts. This com- 
ment is often made about any universal social security 
scheme. In the case of family allowances, changes in the 
original plan and in the Income Tax Act have helped silence 
complaints. 

When family allowances were first announced in 1944, 
various commentators pointed out that a federal election 
was expected in the following year, and that the measure 
was a vote-getting device. So it probably was. But it was 
also designed as a way to improve the living conditions and 
opportunities of the children of Canada. In many parts of 
Canada, cash income of families was and is low. Where 
farmers live at or near subsistence level, or where cash 
income depends on seasonal employment, a regular, though 
small source of ready money can make a considerable 
difference to the standard of living. Not only do the families 
receiving the allowances benefit, but local tradesmen find 
that their business is improved. Family allowances function 
as a kind of “transfer payment.” 

Canadian corporations and some (though not all) indi- 
viduals pay income tax to the federal government. All 
Canadians, whether they realize it or not, pay federal sales 
and excise taxes when they buy most manufactured goods. 
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These and other federal taxes help to pay for family allow- 
ances. To put it simply, corporations and people without 
children under sixteen are contributing to the upbringing 
of the future citizens of Canada, who can be expected in 
their turn to do the same for the next generation. 


YOUTH ALLOWANCES Since family allowances are not paid 
when a child of school age who is capable of learning is not 
receiving an education, the Act encourages parents to keep 
their children in school until the provincial school-leaving 
age is reached. But since 1944, when the first Family Allow- 
ance Act was passed, it has become apparent that the 
Canadian economy needs far more people educated beyond 
the age of sixteen, if it is to make full use of modern tech- 
niques in industry, business, and agriculture. 

In 1964 a federal act was passed which in effect continues 
family allowance payments at a higher rate (ten dollars a 
month) for young people of sixteen and seventeen who are 
still going to school. (Allowances are also paid for young 
persons unable to go to school because of physical or mental 
handicaps.) The youth allowances are not paid in Quebec, 
since the government of that province decided to operate 
its own system. Instead, the federal government gives to 
Quebec an amount equal to what it would have paid to 
Quebec residents had they come under the federal plan. 

Like family allowances, youth allowances come out of 
general federal revenues, and are administered by the 
federal Department of Health and Welfare. 


Security for the aged 


The provision of support for old people has become a 
national problem increasing in urgency with each decade 
of the twentieth century. In primitive or pioneer societies 
old age is not a serious menace. Disease rates are so high 
in the younger age groups that only the very hardy survive 
to (say) sixty, and they are usually able to continue work- 
ing until sudden death carries them off, or, if enfeebled, may 
be venerated and supported by their respectful descendants 
because of their wisdom and experience. The very fact that 
they have succeeded in living for a long time makes them 
seem especially honourable. 

Nowadays, in countries as rich and well-developed as 
Canada, living to an age of seventy or more is not at all 
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Families moving into Canada with the intention of 
becoming permanent residents may apply for 
Family Assistance payments from the federal 
government if they have children under sixteen. 
The amounts are the same as family allowances. 
After one year's residence, they are eligible for 
family allowances. 


Discuss the pros and cons of the system of 
family allowances as it operates in Canada. 


Why do you think that Quebec wants to 
take over more and more social security 
measures? 


A visit to an old graveyard will reveal the frequency 
with which infants, children, and young people 
once succumbed to diseases which are now 
preventable. 








—photo by LRB 


Housing for the elderly and needy is provided in 
most major cities. You will see many units 
resembling this one. 


There has been much public debate about putting 
old people into separate housing apartment units. 
Some people feel that subsidized separate housing 
for the aged does enough by helping them out 
financially and enabling them to live out their lives 
with their own kind. Others think that retired 
citizens would be happier and the community 
better off if accommodation for the elderly were 
integrated with the rest of the community. 


What do you think? 


remarkable. People with conditions like diabetes and 
pernicious anemia (invariably fatal until medical discover- 
ies of the 1920's) can live to advanced ages with the help 
of drugs to control their diseases. A multitude of infections 
which used to kill and cripple large numbers of people in 
Canada are no longer common: tuberculosis, typhoid fever, 
smallpox, cholera, and infantile paralysis have ceased to be 
major problems in this country, although continued effort is 
needed to prevent the recurrence of epidemics. So more and 
more Canadians are living longer and longer. What difh- 
culties can they expect to encounter as they grow old? 


PROBLEMS OF OLD AGE In pioneer times a healthy old man 
or woman might still find work to do. Now, with many 
people in their thirties and forties handicapped by lack of 
knowledge of “new” math, computer science, and other 
modern techniques, retraining courses are being provided 
to keep them in the labour market. But it may not be worth- 
while retraining workers who are over fifty if they have 
only ten or fifteen years to go before retirement. And those 
who are at or near retirement age may find that their skills 
have become obsolete, and that they cannot supplement 
their annuities or company pensions with part-time work. 

Inflation is a serious problem for old people. The cost of 
living has been rising since the second world war. In (say) 
1950 a single person who retired at sixty-five on a pension 
or annuity of one thousand dollars a year could have man- 
aged to live independently, though not luxuriously, on that 
amount. But suppose that he or she lived to 1965—that is 
to eighty years of age—the thousand dollars a year would 
have become totally inadequate. And at the age of eighty, 
there is not much that the average person can do towards 
increasing his income. 

Quite apart from inflation, some older people encounter 
rising personal costs. Although many expenses decline upon 
retirement (for instance, clothing and transportation may 
cost less when one is no longer going to work every day), 
other things may cost more. Medical and dental expenses 
may increase. More personal services are needed as strength 
declines. Degenerative diseases such as heart trouble may 
make special diets and expensive drugs a necessity. 

As with other forms of social security, gradual recognition 
of a growing problem led to government action aimed at 
helping the aged to maintain an adequate standard of living. 
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OLD AGE SECURITY The Canadian government entered the 
field of old age pensions in the late 1920's. The first Old 
Age Pensions Act was unsatisfactory from the beginning, 
but the system it established was not modified until 1951. 
Under the original system, the federal government would 
pay twenty dollars a month, out of general revenues, to 
persons seventy years of age or more who could pass a very 
strict means test: that is, prove that they had almost no 
money from other sources, whether employment, savings, 
or property. The administration of the plan was considered 
very severe; pensioners often felt humiliated and spied upon. 

The first important revision of the pension system (made 
in 1951) involved fundamental changes. The means test was 
abolished, and the plan became universal and partially con- 
tributory. The title was changed to Old Age Security, and 
the level of benefits was raised. Further amendments to the 
Old Age Security Act were made in 1965, to mesh with the 
new Canada Pension Plan. The basic monthly payment was 
raised, with provision for further increases starting in 1968 
based on a Pension Index calculated to take account of 
increases in the cost of living. The increases were limited 
to 2 per cent a year, however; they did not keep up with 
the inflation experienced in the late 1960's. 

To be eligible for Old Age Security, a person of the 
specified age (sixty-five or over ) must normally be a resident 
—not necessarily a citizen—of Canada who has lived in the 
country for at least ten years before the date of applying 
for a pension. There are a number of additional provisions 
in the Act which extend eligibility: for instance, a person 
who has lived in Canada for forty years after the age of 
eighteen, but who then leaves the country, might apply for 
and receive Old Age Security when he reaches pension age. 

The plan is not, strictly speaking, funded, although the 
government accounts have a bookkeeping item called the 
“Old Age Security Fund.” Payments are made through the 
Department of Health and Welfare and in effect come out 
of current revenues. But a special “earmarked” Old Age 
Security tax is levied by the federal government to support 
the plan. The plan is only partly contributory, since every- 
one who meets the age and residence requirements benefits, 
but not all of these will have paid personal income tax. 

The universal nature of the plan is sometimes criticized. 
There are those who object to paying the Old Age Security 
tax, saying that they do not expect to need a government 
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Under the means test— 


lf an old person were living with a son or daughter, 
the value of his board and lodging was reckoned 
as “income” by the Pension Board. 

If a person owned a house or farm, he could not 
receive the Old Age Pension unless he agreed that 
after his death the full value of the pension paid to 
him would be deducted from his estate. 


In 1965, the basic monthly payment was raised to 
$75. The age at which the pension commenced 
was reduced by stages from seventy, so that in 
1970 it was available at the age of sixty-five. 


In 1968, the first increase brought the monthly 
payment to $76.50. 


If there were no residence requirements, old people 
from countries where pension benefits are lower 
than Canada’s or even non-existent. might be 
tempted to settle in Canada after retirement. This 
would be unfair to Canadian taxpayers. 


In the 1940's, an Opposition member of the Ontario 
Legislature revealed that his sister had received a 
bill of $1.89 from the pension board because her 
old mother-in-law, a pensioner, had died two days 
before the end of the month, and they wanted two 
day’s worth of pension money refunded. The 
cabinet minister responsible for pension adminis- 
tration was embarrassed by this public demonstra- 
tion of the petty meanness of his department, and 
in afew months the government reversed its policy, 
and paid an extra month's benefit after the death 
of a pensioner to help with medical and funeral 
expenses. 


To show the effect of income taxes on pension 
benefits in the higher income brackets, consider 
the case (fictitious) of Mrs. Hortense Smedley of 
Alkali Creek, Saskatchewan, whose late husband 
left her very well off. She had a taxable income 
(mainly from bond interest and insurance policies) 
of around $10,000 a year. In 1968 she began 
receiving Old Age Security, which added $918.00 
to her income. But at 1968 tax rates, this meant 
that her tax went up by more than $600! Her 
nephew George Smedley, the bank manager, who 
worked out her income tax for her, calculated that 
of the $76.50 she received monthly as OAS, she 
was obliged to pay $53.67 in income tax, leaving 
her only $22.83 to spend. But since her cost of 
living was going up, not only because of inflation 
but because she had developed arthritis, and the 
expense of medical care in Saskatchewan increased 
in 1968, she did not have even that much extra 
money to squander on new luxuries. Do not 
worry, she still had plenty to live on. However, the 
example shows that a universal welfare plan, like 
OAS, may, if co-ordinated with the income tax 
system, bring benefits to those who require them 
(those whose total income is low, and whose taxes 
are low or non-existent) without enabling the rich 
to become richer at the expense of the average 
taxpayer. 


pension, and that they would prefer to spend or invest the 
money on their own. Others say that the cost of a universal 
plan is too high—pensions should go only to those who can 
prove that they need them. 

Supporters of the universal plan point out that a means 
test (or needs test, as it is now called) is not only humili- 
ating, but inefficient. It costs a good deal to administer, 
since each pensioner has to be checked regularly, to make 
sure that he is still entitled to payments. The old means test 
encouraged petty cheating: pensioners would sometimes 
accept part-time or seasonal employment and conceal this 
source of income so that they would not lose their 
pensions. Tracking down and punishing such offenders can 
cost more than the amount saved. Besides, it is now recog- 
nized that if old people are able and willing to work at 
employment for which they have some skill, they are hap- 
pier and will live longer. Also, they will benefit financially 
and contribute to the Gross National Product into the 
bargain. Another argument in favour of a universal plan is 
that it can play a useful part in stimulating economic 
growth. Old people do not, as a rule, save their money— 
they spend it. Thus pension payments are quickly converted 
into increased business for the community. 

Certain critics of universality are disturbed by the idea 
of rich old widows spending their pension cheques on furs, 
jewellery, and fancy hats, as, indeed some do. They are, of 
course, providing employment for furriers, jewellers, and 
milliners. They are also paying taxes. Unlike Unemployment 
Insurance and Workmen’s Compensation benefits, Old Age 
Security pensions are taxable. 

Twenty or thirty years ago, sending out cheques to those 
who did not need them and collecting the money back in 
taxes was so costly as to be self-defeating. But with data- 
processing equipment, certain universal welfare plans can 
be administered more cheaply than the selective plans 
which depend on needs tests. 


The Canada Pension Plan 


The Canada Pension Plan took several years to develop, 
being the product of intensive studies by the federal gov- 
ernment, and a series of meetings between representatives 
of the federal and provincial governments. It is a contribu- 
tory plan, and is not universal. Contributions are paid only 
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by employed persons who earn over a certain amount a 
year, whether by working for themselves or for someone 
else. The pension paid on retirement is not a flat rate, like 
Old Age Security, but varies according to the amount con- 
tributed. When a contributor dies, his widow and depend- 
ants, if any, receive a lump sum, plus a portion of the 
pension which the contributor would have received. There 
is also a disability pension. In many respects, therefore, the 
cpp resembles insurance annuities, or employees’ pension 
plans run by companies and unions. 


THE FEDERAL-PROVINCIAL PROBLEM When the many details 
involved in the preparation of the cpp were being debated 
by the federal and provincial governments, one major snag 
was encountered. The government of Quebec, while agree- 
ing that an earnings-based public scheme was desirable, 
wished to have more control over administration and funds 
than the proposed legislation appeared to permit. The 
federal government had wanted a pay-as-you-go-plan, while 
Quebec wanted a funded plan which would not pay full 
benefits until the scheme had been in operation for twenty 
years. Eventually, a compromise was reached. Under the 
federal Act of 1965, nine provinces came under the Canada 
Pension Plan, while Quebec was exempted. The Quebec 
Legislature passed an Act which was practically identical, 
and both Acts provided full portability: that is to say, if a 
contributor in Quebec moves to another province, he does 
not lose the benefits earned by his past contributions to the 
gep, and if a contributor from another province moves into 
Quebec, his pension rights remain the same. It was decided 
that both the federal and Quebec plans should be funded, 
and that full benefits should be available after only ten 
years of operation. 

If Quebec had agreed to participate in the Canada 
Pension Plan there would probably have been savings in 
administrative costs at the federal and provincial levels, 
and few, if any differences noticeable by the contributors. 
However, since the general field of social security is consti- 
tutionally more a provincial than a federal responsibility, 
the stand taken by a province in welfare matters-is legally 
a strong one. Most purely federal social security programs 
were initiated at times when the provinces’ ability and 
desire to exercise their powers were relatively weak. Wars 
and depressions enhance federal powers but presumably no 
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—cartoon by Duncan Macpherson; 
reprinted with permission; Toronto Star Limited 


There is a tendency in democratic countries for 
governments to hold back tax increases until after 
elections, and to introduce social security measures 
shortly before elections. In a federal country like 
Canada, with elections occuring at various times 
at both the provincial and federal levels, develop- 
ment of a co-ordinated system of social security is 
at the mercy of political events. 


The Honourable Minister responsible for the 
passing of the Canada Pension Plan, although 
dissatisfied with the form it took as a result of 
the compromise with Quebec, wrote in her 
autobiography: “. . . the Canada Pension Plan 
certainly put my name in Canada’s history books, 
and in italics.” 

(This is an economics book, but the authors are glad to oblige.) 


Judy LaMarsh 





Prarphertarn roronro Sra 


In 1966 employees earning over $600 a year began 
to have 1.8 per cent of their earnings between $600 
and $5000 a year deducted by their employers and 
paid into the CPP fund. The employers contributed 
a further 1.8 per cent of the amount of the annual 
wage or salary between $600 and $5000. Self- 
employed people paid 3.6 per cent of their earnings 
between the limits of $600 and $5000 a year. 


one would encourage them on this ground. Changes in the 
Canadian constitution, either transferring complete respon- 
sibility in the social security field to the federal government, 
or increasing the taxing powers of the provinces, might 
solve the problem, but might create others. Possibly the 
present method of working out compromise arrangements 
by federal-provincial conferences and consultations will 
develop to a point where it operates more smoothly. 

The compromise between Ottawa and Quebec in the 
matter of the cpp chiefly concerned the handling of money 
received in contributions. According to the federal Act, 
the contributions go into a fund which is to be set aside 
and invested to provide for future pension benefits. The 
participating provinces are the only eligible borrowers from 
the fund. They may draw out an amount proportional to the 
amount contributed by their respective provinces, and use 
it for provincial projects, such as school and highway con- 
struction. They must treat this money as if it were a loan; 
that is, they promise to repay the amount borrowed, plus 
interest, to the pension fund. The fund will be managed so 
that it will be able to pay the legal rate of pensions to the 
contributors when they become eligible for benefits. In the 
meantime the provinces have access to large amounts of 
money which they would otherwise have had to raise by 
taxation or by their own debenture issues. No provincial 
government has a better “credit rating” than the federal 
government—provincial bonds always carry a higher rate 
of interest than federal bonds. By taking money from the 
cep fund, provinces are able to finance services which 
would have been more expensive, perhaps impossibly 
expensive, if they had had to borrow on their own credit. 

In the Quebec Pension Plan, all contributions from that 
province go into a Quebec fund, to be used for develop- 
ment in that province, according to the wishes of its own 
government. There is no federal control over the use of the 
fund, other than Quebec's agreement to guarantee porta- 


bility of benefits. 


THE CPP IN OPERATION The Canada Pension Plan came into 
effect in January 1966. But it was realized that the fund 
would be built up very gradually, so that it could not 
fulfill its purpose of providing full pensions and supply- 
ing investment money for the provinces until a substantial 
amount had been collected. A ten-year transitional period 
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was designed, during which those who became eligible for 
pensions (and who had contributed for one to nine years) 
would receive smaller benefits than the full pension which 
would become available in 1976. 

The age at which pensions could be drawn was sixty- 
eight in 1967, reduced by stages to sixty-five in 1970. But a 
contributor could go on working without pension past the 
minimum pension age if he wished: this could earn him a 
larger benefit when he finally decided to retire. If a person 
wished to go on working after the age of seventy no more 
contributions would be deducted and he would start receiv- 
ing his pension although continuing to be employed. 

Contributions to the cpp are levied only on earnings 
above a fixed minimum and up to a certain ceiling. Income 
from other sources is exempt. The Act provides for changes 
in contributions and benefits from year to year, reflecting 
the expectation that both earnings levels and the cost of 
living would increase. Thus in 1968, the earnings ceiling 
was increased from $5000 to $5100, and for 1969 the benefit 
level was raised by 2 per cent. This did not mean that 
increases would be automatic, though it was guaranteed 
that benefits would never be decreased. For the ten-year 
transitional period, increases were to be made according 
to a special Pension Index, based on the Consumer Price 
Index which measures the cost of living. When the cpp goes 
into full operation in 1976 the ceiling and benefits will be 
adjusted in accordance with changes in average wage levels. 

The calculation of benefits was based on the average 
monthly earnings over the period during which contribu- 
tions might have been made, from age eighteen (or age 
in 1966, whichever was later) to age sixty-five. Certain 
adjustments were made to assist those who might have a 
number of years with low earnings or none at all; women 
who drop out of the labour force for some years, people 
who start working on training schemes at nominal wages, 
or those who experience prolonged unemployment or 
illness. These provisions for adjusting the averaging period 
do not come into effect until 1976; probably most pensioners 
will eventually be able to take advantage of them, “drop- 
ping out” some low-earning years to improve their average 
earnings figure. 

The rate of benefits specified in the Act of 1965, to take 
effect after the transitional period, was 25 per cent of 
the average income (up to the ceiling) during the period 
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A social security card— 





SOCIAL 
INSURANCE 
NUMBER 


CANADA NUMERO 
D'ASSURANCE 
SOCIALE 


Pesetoom1s4 
JOHN CITIZEN SAMPLE 


SIGNATURE : 


In the 1960's the federal government started to 
issue social insurance numbers, which were 
eventually provided for all those who were required 
to file income tax returns, whether their income 
came from employment or from other sources. The 
social insurance number enables the government 
to record and process information about each 
individual's position in the Canada Pension Plan, 
the Old Age Security scheme, and the Unemploy- 
ment Insurance fund. 











Most large companies operate contributory pension 
plans as a “fringe benefit” for their employees. The 
employer's share of the contributions (up to $1500 
a year per employee) is tax deductible, and the 
employee can deduct his contribution from his in- 
come before calculating his own tax. In 1965, an 
Act of the Ontario legislature required private pen- 
sion plans to guarantee that when an employee 
changed his job, he did not lose the value of his 
contributions. A short-term employee could have 
his contributions returned (at which time they 
became taxable) while a long-service employee's 
contributions, along with the employer's share, 
were ‘‘vested’’—a pension based on the amount 
was to be paid at retirement age. This “portable 
pension” legislation was imitated by other 
provinces. 


A new hospital in a modern suburb—It was built 
beside a superhighway for easy access. 





—photo by LRB 


What is the operating cost per hospital bed 
per day in your community? 


How much of this is paid by the patient? 


of contributions. This is not a very high rate as pensions 
go, but the rate of contributions is also low compared with 
non-government schemes. It should be remembered that 
contributors to the cpp are eligible—when they retire and if 
the residence requirements are satisfactory—for the Old 
Age Security pensions. Furthermore, many employed and 
self-employed persons are covered by company pension 
plans and/or registered retirement savings plans, which will 
provide them with retirement income over and above the 
Canada Pension and Old Age Security. The income ceiling 
of the cpp, like those of Unemployment Insurance and 
Workmen's Compensation reflects the fact that the scheme 
is designed to protect that part of the working population 
(considerably more than half) whose incomes are not high 
enough to enable them to save easily. People above this 
level are expected to take the responsibility of providing 
future comforts for themselves through their own programs 
of saving and investment. 


Health care 


The cost of health care has risen steeply in the twentieth 
century. But when one considers the improvement in the 
quality of medicine and health services during this period, 
the increased costs do not seem so surprising. Doctors take 
longer and more intensive training and require far more 
money to set up an office than the old-style practitioner 
whose equipment was contained in his little black bag. 
Hospitals with up-to-date laboratories, x-ray machines, 
sanitary kitchens, and modern intensive care units cost 
millions of dollars to construct and operate. Drugs, eye- 
glasses, artificial limbs, and hearing aids are more expen- 
sive, but their quality is much better than it was sixty or 
seventy years ago. 

No individual patient could possibly be expected to bear 
the full cost of the advances in medicine. Medical education 
and research are subsidized by the state as well as by 
grants from private industry. Most hospital construction is 
financed by government grants, government debentures, 
and special provincial and local taxes. This distributes some 
of the burden. And increasingly since the second world 
war, individuals who could afford to do so have turned to 
insurance schemes to cover at least part of their medical 
and hospital bills. 
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A certain amount of free health care has always been 
available for some of the very poor, and for persons suffer- 
ing from dangerous communicable diseases. It has been 
customary for doctors to charge their well-to-do patients 
higher-than-average fees, and then give some time without 
cost to caring for people who are unable to pay them. Free 
clinics and emergency services have long been established 
in the major centres of population, with free public ward 
care available to those on the welfare rolls. Such services, 
of varying quality from place to place, have been supported 
by local and provincial taxes. Basic hospital care for the 
mentally ill and for tuberculosis patients has traditionally 
been free, since the protection of the public is involved. 
But, as with pensions for the aged, most provinces have 
lacked the financial resources to extend social assistance 
to a field in which the individual's ability to provide for his 
needs is shrinking. 

Since 1948 the federal government has been making large 
grants to the provinces for health purposes. Sums of money 
are allocated for specific purposes, such as hospital con- 
struction, public health, tuberculosis and cancer control, 
and mental health. Then the provinces submit requests for 
their shares of the money, giving details of the projects 
on which they plan to spend it. If the projects are approved, 
the grants are supplied. This system enables the federal 
government to supervise the quality of services provided. 


HOSPITAL INSURANCE The cost of hospitalization rose so 
sharply after the second world war that something had to 
be done. The first public scheme to be established in 
Canada was in Saskatchewan, where a hospitalization plan 
was set up in 1946 without federal aid. It provided free 
hospital care for all residents of the province and was sup- 
ported by provincial taxes and a special premium levied on 
every household. 

Growing popularity of the idea of government hospital 
insurance, the prospect of federal contributions, and recog- 
nition of public need, in time led all the other provinces to 
introduce their own plans. A Hospital Insurance Act was 
passed by the Canadian Parliament in 1957 to give federal 
assistance to provincial hospital insurance schemes. The 
federal government pays about half of the cost of insured 
services, and the provinces raise their share in various ways. 
Some charge premiums, which for employed persons may 
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Programs aimed at reducing overcrowding in the 
hospitals and cutting the costs of hospitalization 
have been tried for some years in a number of U.S. 
cities. One such scheme was introduced by several 
Toronto hospitals. Suitable patients are taken home 
after initial treatment (such as surgery) and all 
necessities for home care are provided—nurses 
housekeepers, special beds and equipment—all 
paid for by the hospitalization plan. One study in 
an American hospital showed that costs were cut 
25 per cent, the patients recovered as quickly as if 
they had been in hospital, and—an important 
bonus—they and their families were much happier. 





A public health nurse visits an igloo. 


Who pays for such services? 


Contrast this scene with the one on the previous 
page. 





THE SASKATCHEWAN DOCTORS’ STRIKE 


The doctors claimed that the Medical Care Insur- 
ance Act would interfere between doctor and 
patient (although the Act guarantees the right of 
the patient to choose his own doctor). They also 
objected to the method of payment—doctors were 
to send their bills, with particulars of diagnosis and 
treatment, to the Medical Care Insurance Com- 
mission, which would then pay them. It would not 
pay quite as much as the standard scale of fees set 
down by the Saskatchewan College of Physicians 
and Surgeons: the government was following the 
practice of long-established private plans, which 
by eliminating bad debts and cutting down on 
the paperwork necessary when patients were billed 
individually had shown that a small reduction in 
fees did not need to lead to a loss of income. When 
the ‘doctors’ strike’’ was over, and the plan began 
working normally, this proved to be the case. 


For more about the strike, read Badgley and 
Wolte’s book, Doctors’ Strike (Macmillan, 1969). 


be collected by payroll deductions. Some are not full 
insurance plans; utilization charges may be made to users 
to cover part of the daily rate. Some pay all of the pro- 
vincial portion out of general taxation revenues. Some 
impose a special sales tax for hospital purposes. 

Private plans such as Blue Cross (often partly subsidized 
by employers’ contributions) did not disappear with the 
advent of public hospital insurance; they continued to cover 
the additional costs (for instance, charges for private 
rooms) not paid for by the government system. 

Hospital services in Canada are still not adequate. There 
is a shortage of accommodation, partly resulting from 
high construction costs, partly from the physical difficulty 
of catching up with the needs of a growing population, and 
partly from a severe lack of trained hospital staff. There 
is no point in building a large, well-equipped hospital if 
professional, technical, and service personnel are not avail- 
able. Nurses and other specialized hospital workers are 
encouraged to come to Canada by the Department of 
Citizenship and Immigration. Training schemes are pro- 
moted by government funds. But as long as wages, hours, 
and working conditions remain unattractive, the public, 
in spite of hospital insurance, will not enjoy a really satis- 
factory level of service. 


MEDICAL CARE INSURANCE The cost of hospitalization is 
only part of the burden of health expenses. While it is 
comforting to be insured against hospital charges, it is 
still pleasanter to be able to avoid hospitals completely, 
except for such routine procedures as being born, or having 
x-rays and laboratory tests taken. Seeing a doctor regularly 
at his office, or calling on him in an emergency, can in some 
cases prevent a future stay in hospital. Most people will 
have doctors’ bills for such services whether or not they 
require hospitalization. For many years before the coming 
of public “medicare,” private medical insurance plans 
covered—fully or partially—the cost of doctors’ services. 
Some were run by doctors, some by credit unions, and some 
by benevolent societies; these were generally not intended 
to be profit-making. Insurance companies provided medical 
cost coverage, usually as part of a “package” including life 
insurance, an annuity, and perhaps disability insurance, 
and mainly sold on a group basis. The medical part of the 
package, though not cheap, did not make much profit for 
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the companies; it often showed a loss. It was included to 
make the package plan more attractive. 

But private plans, even when subsidized by employers as 
part of a fringe benefit program, were not available to the 
whole population; in fact, they were quite beyond the 
reach of those most in need. Public opinion during the 
1960’s came to favour some form of publicly sponsored 
medicare—medical care insurance. 

As with public hospital insurance, the province of Sas- 
katchewan led the way. A universal, contributory, funded 
plan of medical care insurance came into effect in 1962. 
It covered all doctors’ bills for services in or out of the 
hospital, and was financed partly by premiums and partly 
by money transferred from provincial revenues. The plan 
did not get off to a smooth start. The Saskatchewan Medical 
Association opposed the legislation bitterly, and under its 
leadership many (although by no means all) doctors with- 
held their services from their patients for twenty-three days, 
providing minimum emergency care in some _ hospitals. 

National medicare became an issue in the federal general 
election of 1965. The Liberals—the government of the day, 
though in a minority in Parliament—promised a national 
scheme. The New Democrats promised one also, pointing 
out that their party had fulfilled its pledge to introduce 
medicare in Saskatchewan. The Conservatives were split on 
the question, but a number of their candidates favoured the 
idea. The election results produced a Parliament not very 
different from the previous one elected in 1963—131 
Liberals, 97 Conservatives, 21 New Democrats, 9 Credit- 
istes, 5 Social Credit, 2 Independent—another minority 
government. But adding Liberal and New Democrat mem- 
bers, a majority of members were pledged to medicare as a 
. matter of party policy, and it seemed that a bill to establish 
national medicare would probably be passed. 

Once again the problem of federal and provincial juris- 
dictions arose. The Medical Care Act was drafted so as to 
allow considerable variation from province to province, 
and to leave the initiative in provincial hands. Thus the 
federal Act, passed in 1966, merely arranged to pay approx- 
imately half the cost of any provincial plan which met 
certain federal standards. To be acceptable, a provincial 
plan must be universal in the sense that any resident could 
join it, it must be portable, it must be under government 
control, and it must cover all doctors’ services. 
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THE MEDICARE DEBATE 


Before the Act was passed, trouble had already 
developed. Six provincial premiers declared that 
they would not co-operate with federal medicare. 
The federal finance minister announced that the 
plan (intended to come into effect July 1, 1967) 
would have to be postponed for a year because of 
its cost. The Minister of Health and Welfare, whose 
Bill it was, did not hide his anger. The public began 
to wonder—would medicare really happen? Later 
some provinces which had opposed the plan 
changed their minds, but then so did other pro- 
vinces which had approved it at first. Great con- 
fusion prevailed. Another federal election took 
place in 1968, less than a week before the national 
Act was to start operating. Would it be dropped ? 
When questioned, the new Liberal leader said, 
“It's the law of the land,” which many people 
found ambiguous—laws can be repealed. How- 
ever, the Liberals won the election, this time with a 
majority of the seats. And on July 1, 1968, the 
national Medical Care Act was a fact, for any 
province that wished to conform to its requirements. 
Saskatchewan promptly joined, since its plan of 
1962 satisfied all the demands, even though the 
provincial Liberal government, elected first in 1964, 
had introduced utilization charges for hospital 
accommodation and doctors’ services. British 
Columbia and Newfoundland were prepared to 
participate. It was expected that the remaining 
provinces wculd not hold out for very long: the 
poorer ones could not afford to pass up the offer 
of federal money, and the richer ones did not 
relish the prospect of paying for other provinces’ 
medicare through their federal taxes without 
getting anything for themselves. One by one the 
provinces fell into line. 


Opposition from medical associations and insur- 
ance companies certainly delayed the acceptance 
of medicare, both federally and provincially. But 
experience in other countries indicates that such 
Opposition tends to die down after a medical plan 
has been in force for several years. 





—cartoon by Reidford; reprinted with permission, 
The Globe and Mail Limited 


OTTAWA (CP) — Senator 
David Croll (Ll, Ontario), 
chairman of the Senate pov- 
erty committee, said yester- 
day the country’s welfare sys- 
tem “is a mess.” 

Most groups appearing be- 
fore the committee have con- 
demned the system, the sena- 
tor said in making his first re- 
port to the Senate on the com- 
mittee’s work. 


“Billions have been spent on 


social services which are fail- 

ing their clients.” : 
There was a loss of confi- 

dence in the system. Pro- 

grams were piled on pro- 

Soe without proper evalua- 
n. 


There were serious gaps in 
the welfare system and hostil- 
ities and frustrations had been 
built up against it. Welfare re- 
cipients felt deprived of their 
dignity and people who re- 
sented their lot in life blamed 
the system. 

Senator Croll said welfare 
services at best do not pro- 


vide a decent living for the re- 
cipient. As well, some prov- 
inces had just begun to use 
the federal Government’s 
Canada Assistance Plan. 

Senator Croli said that the 
insecurity built into the wel- 
fare system tends to perpetu- 
ate poverty. 

There were uneven assist- 
ance levels across the coun- 
try. The committee had found, 
for example, that a family in 
Ottawa got $100 more a month 


in welfare payments than a 


comparable one in Hull, Que., 
just across the Ottawa River. 

There also was an unfair fi- 
nancial burden on the poorer 
provinces, since they could 
not take advantage of the 
Canada Assistance Plan’s 50- 
50 cost-sharing arrangement 
in the way rich provinces 
such as Ontario, lAlberla and 
British Columbia could. 

“So the beneficiaries of the 
Canada Assistance Plan are 
the treasuries of the rich 
peu Senator Croll 
said. 


—from The Globe and Mail, June 26, 1970 


How does the Canada Assistance Plan work 


in your province? 


Other aspects of social security 


Social security in Canada is often described as a patchwork 
system, put together in bits and pieces over the years, unco- 
ordinated, and leaving gaps which deprive many people 
who need assistance of the services and support they 
require for a decent standard of living. To replace this 
system with a complete and perfectly co-ordinated one 
would require a major constitutional change, intensive long- 
range planning, a vast administrative structure, and far 
more public money than present taxation methods can be 
expected to provide. Whether such an ideal system is feas- 
ible, and, if so, when it could be achieved, is by no means 
certain. Whether it is desirable, even if it is practicable, is 
a matter for the political parties and the voters to decide. 
But the fact that some tidying up was necessary, and some 
more federal support of social security was advisable, was 
reflected in the Canada Assistance Act of 1966. 

The Canada Assistance Plan, like federal medicare, is 
a shared-cost program, by which the federal government 
offers funds to help the provinces maintain or improve a 
number of welfare programs already in existence and 
applied on the basis of means tests or needs tests. The 
federal government will pay half the cost of these schemes, 
subject to some ground rules limiting eligible items. 

The federal government, through the Canada Assistance 
Plan, provides for contributions to provincial allowances 
for needy blind, disabled, and unemployed persons. The 
provinces may “opt out” of the arrangement, and receive 
federal tax abatements. In addition to the assistance noted 
above, other provincial welfare allowances based on needs 
tests receive federal contributions, if they conform to the 
ground rules laid down in the Canada Assistance Act. 

There are a number of other social security measures in 
effect in Canada, some federal, some provincial, and some 
municipal. Pensions, hospital care, and other assistance to 
veterans of the armed forces are the responsibility of the 
federal government. Social agencies dealing with such 
problems as alcoholism and juvenile delinquency receive 
provincial support or are operated by the provinces. Muni- 
cipalities, in addition to performing the welfare functions 
delegated to them by the province, provide emergency 
assistance of many kinds—for instance, finding shelter for 
victims of fire. 
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WHERE DO YOU DRAW THE LINE? It is difficult to separate 
some aspects of education from social security. Federal, 
provincial, and municipal governments are involved in 
mechanical and rehabilitation training aimed at helping 
people to learn skills by which they can support themselves 
and provide for their dependants. 

Housing is another field closely allied to social security. 
Particularly in regions in which the population is increasing 
rapidly, housing shortages force up the cost of living. 
Ontario, where the problem is particularly severe, began 
in the 1960's to subsidize designated low-income housing 
projects, so that rents could be adjusted to ability to pay. 
Some projects were constructed under provincial auspices, 
some were bought from private owners, and some already 
in operation were taken over from the municipalities pre- 
viously responsible for them. All provinces provide some 
sort of shelter and, if necessary, personal care as well, for 
old people who can no longer afford or maintain their 
former accommodation. 

What directions will Canadian social security take in the 
future? Will universality or selectivity be emphasized? Will 
a constitutional change throw more responsibility on the 
federal or the provincial governments? Or will cost-sharing 
programs be extended? 

Possibly the social security system will be contracted, 
not expanded. The proposal of a guaranteed annual income, 
favoured by some economists and politicians, would estab- 
lish a basic income level (adjusted to the size of family) 
and make a payment out of government revenues to all 
those whose incomes fall short of that figure. Thus many 
of the present forms of social security would become 
unnecessary, and a saving in administrative costs would 
result. Is this practical? Is it desirable? 

New forms of social security may be developed, or plans 
introduced in other countries may be imitated. Would 
Canadians be in favour of adopting the Swedish program 
which entitles all mothers to free annual holidays at attrac- 
tive resorts where their children are looked after full-time? 
What will be done to improve the living standards and 
opportunities of Canadian Indians and Eskimos? 

With questions such as these to be answered, and with 
each one a possible subject for turbulent debate, we can at 
least predict that the future of public life in Canada will 
not be dull. 
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Operation of a guaranteed annual income plan 
can be illustrated by the case (fictitious) of Joseph 
Dubois, aged 62, and his wife, Thérése, 61, of 
Moose Bottom, New Brunswick. Mr. Dubois de- 
veloped a heart condition more than a year ago 
which prevents him from doing his former work 
(he was a pulp cutter) but he is not bedridden, 
and could do light jobs. His unemployment insur- 
ance has run out. He is not a good prospect for 
retraining at his age, because he has only grade 
four education. He is too young for Old Age 
Security. He might work as an elevator operator 
or doorman, but there is no employment of this 
nature available in Moose Bottom. He is entitled 
to, and is receiving, a War Veteran’s Allowance of 
$161 a month, because he served overseas for 
three years in the Canadian Army during the 
second world war and is now unable to get a job. 
But this is not enough for the couple to live on. 


Suppose that a guaranteed annual income plan 
were in effect. A minimum income level would be 
set, graduated according to the number of de- 
pendants. Let us say that for a person with one 
dependant the minimum level is $4000 a year. 
Then Mr. Dubois, along with all other heads of 
households, would file an income return (like the 
present income tax return). All whose annual 
income fell below the established minimum would 
receive a payment from the government bringing 
them up to the minimum, while those whose in- 
comes were higher would pay income tax on a 
graduated scale. 


Family Allowances, Veterans’ Allowances, Old Age 
Security, Blind Persons Pensions, provincial wel- 
fare allowances and some other social security 
measures would be unnecessary. Perhaps earnings- 
based schemes like unemployment insurance, 
workmen’s compensation and the Canada Pension 
Plan would remain, but the saving in administrative 
costs through the abolition of other plans would be 
considerable. 


A guaranteed annual income could be administered 
so as to preserve human dignity. Discreet, impar- 
tial computers could process the returns, and those 
entitled to the government assistance would receive 
their cheques in plain envelopes. Mr. and Mrs. 
Dubois could continue to live in their little house 
as long as they were able to look after themselves 
and, if they lived to an age at which they needed 
more personal services, they could pay for accom- 
modation in a nursing home. 
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credit unions 179, 180, 181 

Cuba, communism in 35 

currency, history of 167-170; par 
value of 201-202 

customs duties; see tariffs 


cyclical unemployment 255 
Czechoslovakia, communism in 
35 


death benefits 292-293 

death rate, projection of 11 

debt, corporate 239; 
national 238, 239 

debt instruments 172,173 

deficit budget 235 

demand, aggregate 160, 235 

demand deposits 168, 172 

demand-pull inflation 195 

demand and supply 190-192 

democracy 17-26, 41; 
Participatory 258 

democratic socialism 24 

depletion allowances 97 

depreciation 69, 74, 75, 97; 
accelerated 226-227; deferred 
226; straight-line 147; see also 
capital consumption allowances 

depressions, fiscal policies and 
234-235 

differentiated production 126, 
150 

direct tax 224 

discount houses 197 

disposable income; see personal 
disposable income 

distribution of powers under 
the BNA Act 44-48 

dividends; see shares 

Dubinsky, David 268, 269 

durable goods, spending on 157 

duties 218; see also tariffs 


earmarked taxes 224-225 

Economic Council of Canada 78, 
161 

economic development, reasons 
for unequal 9-14, 161; 
population and 114; problems 
of 114, 149-150; taxes and 
219-220; trade and 205-211 

economic enterprise, forms of 
127-131; government 143-145 

economic factors 9-14, 83, 85 

economic indicators 58 

economic methods 57-64 

economic organization, types of 
15-27; traditional 15; 
command 15-16; market 16 

education, cost of 48, 158; BNA 
Act and 45, 48; effect of 
economic growth on 149-150; 
effect of population changes 
on 108-109; labour market 
and 109; planning and 
119-120; in Quebec 55 

elections, in Canada 41, 42, 56; 
in Italy 28, 29; in Germany 
30; in USSR 36, 37 

electric energy production 100 

electrical utilities 101 

electricity 100-103; 
advantages of 101, 102 

employees’ organizations; see 
unions 

employment 234, 256; economic 
growth and 150-151; fiscal 
policies and 234-235; see 
also unemployment 

energy resources 99-103 

energy sources in Canada 99-101 





equilibrium price 190-191 

European Economic Community 
216 

European Free Trade Association 
216 

excess profits tax 226 

exchange rate 201-202, 209 

excise duties 224 

excise taxes 218 

export taxes 218, 224 

extractive industries 97 

exports, Canadian merchandise 
205, 206; prices and 182 


factors of production 121-123 

factory system 243 

family allowances 298-299 

Family Allowance Act 299 

farm income 90,115 

fascism 27-31 

featherbedding 266-267 

Federal Agricultural Products 
Marketing Act 49 

federalism, in Canada 44-50, 
52-56 

federal-provincial relations 48-49, 
52-56; pension plan and 
303-304; taxes and 232-233 

females in the labour force 107 

feudalism 32, 33 

finance companies 180, 181 

financial assets 169, 170 

financial institutions in Canada 
180; Canada’s leading 181 

financial intermediaries 179-181; 
see also banking 

financial position, consolidated 
statement of (Stelco) 70 

finks 270 

fiscal policy 233-240 

fiat money 168, 183 

fish 86-87 

Five Year Plans (USSR) 38-39 

fixed capital formation 74 

flow accounting 68 

Food and Drug Directorate 162 

food, spending on 154, 155, 157 

foreign aid, Canada’s 12,13, 14 

foreign ownership of Canadian 
industry 137-141; views on 
138,139, 140 

foreign reserves 182, 183, 215 

forest products 87, 89; export of 
206; model 62-63; integrated 
124 

forest resources 87, 89; 
conservation of 98 

free enterprise; see laissez faire 

frictional unemployment 255-256 

fringe benefits 273 

full employment 31, 256 


Galbraith, J.K. 121, 158, 164 
General Agreement on Tariffs and 
Trade (GATT) 213, 216, 223 
geography, as factor 
in economic development 9-10 
Germany, Nazism in 30-31 
gift taxes 231 
gold 182,183 
gold standard 182, 183 
Gompers, Samuel 263, 276 
goods, production of 121-150, 
ile, VS, Wee 
Goring, Hermann 30, 31 


government, consumer and 
161-164, 197-199; grades and 
standards 49; research 
65-67; resource development 
and 96-97 

governments, Canadian 41-56; 
coalition 42; democratic 41; 
minority 42; public opinion 
and 43-44, 241-242; represen- 
tative 41; responsible 41-43 

government enterprise 125, 
141-145 

government revenue and 
expenditure 71, 72, 77, 151, 
164, 217, 225, 232 

government pensions 165; see 
alsO Canada Pension Plan 

graduated tax 228 

Green, William 267 

Gross National Expenditure in 
Canada 71,72, 74,151 

Gross National Product, 
Win UP UE, Sd, Uae Wee elo 
national debt as per cent of 
238; trade as per cent of 205; 
of other countries iv—Vi 

growthmania 149-150 

guaranteed annual income 311 

guaranteed annual wage 273-274 

guilds, medieval 248 

guild socialism 24 


health care 153, 306-309 

hearth tax 218-219 

Health and Welfare, Department 
of 299, 301 

Hillman, Sidney 268, 269 

Hitler, Adolf 30, 35, 37 

holding companies 135, 137, 177 

Hoover, Herbert 267 

horizontal integration 124 

hospital insurance 307-308 

Hospital Insurance Act 307-308 

housing 51, 82, 106-107, 154 
155-1567 1517 

hydro-electric power 100-102 

Hydro-Electric Power Commission 
of Ontario 101 


immature economies 86,99 

immigration 110-113 

implied contract 295 

imports, Canadian merchandise 
206; taxes on 218, 220-224 

income ceiling 295 

income, personal 76, 151-153; 
unequal distribution of 78-79, 
80-81, 161-162 

income and retained earnings, 
statement of (Stelco) 68 

incomes policy 239-240 

income statement 68, 69 

Income Tax Act 297 

income taxes 218-219, 223-224, 
2Z3lp2oo, 2oonnatesaceo, 
special 226-227 

indexes, use of 199-201 

indirect tax 224 

industrial development, banking 
and 177; effect of population 
changes on 108, 109-110; see 
also economic development 

industrial diseases 257, 293, 295 

Industrial Disputes Investigation 
Act 47,52 


industry, classifications of 123- 
126; foreign ownership of 
Canadian 137-141 

industrial unionism 267-271 

Industrial Workers of the World 
(IWW) 263-264, 278 

infant mortality 106 

inflation 148, 150, 160, 166, 185, 
188, 189-190, 194-195, 301; 
fiscal policy and 235, 239-240 

injunctions 276 

insurance, life 166; hospital 307- 
308; medical care 308-309 

insurance companies 180, 181 

integration in industry 124 

interest rates 174,175, 179, 182, 


198; regulation of 177, 180-181 


International Bank for Recon- 


struction and Development 213 


International Monetary Fund 
201, 202, 213 

international payments, balance 
of 214-215; capital account 
215; current account 214 

international reserves; see foreign 
reserves 

international trade 203-216; 
exchange rates and 201-202 

international unions 282 

intra vires 47, 49 

investments, bank 175-176; 
foreign 137-141, 204; taxes 
and 227; see also shares, bonds 

Italy, fascism in 27-29 


Jacobs, Jane 150 
joint-stock companies 245 


Khrushchev, Nikita 36, 37 
Keynes, J.M. 234-235 
Knights of Labour 262, 277, 278 


labour 246-247, 259-287; current 
problems facing 287; effect of 
growth on 149-150; as a factor 
of production 121-122; 
productivity of 145-146, 147, 
148, 240 

labour congresses 282 

labour force 105-106; effect of 
population changes on 
108-110; mobility of 250-251 

labour legislation 47,52, 267-271, 
280-281 

labour-management relations 
245-247; see also unions 

Labour Party, rise of British 260 

labour unions; see unions 

laissez faire 19-21, 243-245, 
249-251, 260 

land, as a factor of production 
121-122; use of 104 

Latin American Free Trade 
Association 216 

Lenin 33-34 

Lewis, John L. 268, 269, 271-272 

liabilities 70; banking 172-173, 
175; limited 129-130 

life expectancy 165 

life insurance 166 

limited companies 129-130 

line of credit 173 

liquidity of assets 169, 175-176 

living costs, differences in 
154-157; see also cost of living 


loansmiivs-lid Dl TO, dine To: 
consumer 159-160, 173; 
mortgage 177 

local revenue and expenditure 72 

local (union) 282 

loss leaders 197 

low-income families, distribution 
of in Canada 78 

luxury taxes 225 


Macdonald, John A. 
222-223 

Malthus, Robert 6 

management skill, as a factor of 
Production 122-123 

Manpower, Department of 295; 
Mobility Programme 294 

manufacturers, effect of population 
changes on 108, 109-110 

marriages, births and 106 

market economies 16 

marketable bond 170 

Marx, Karl 31-33, 37, 245 

mature economies 86, 120 

means of production, ownership of 
B2ncS) 

Meany, George 274 

mediator (strike) 286 

medical care insurance 52, 153, 
225, 308-309 

mercantilism 19, 30, 31 

merchandise exports, Canadian 
205; imports 206 

merchandisers, leading 133 

metallic mineral resources 90-98 

metropolitan areas, population of 
104,116 

Millard, C.H., 280 

mine, cost of developing 94-95 

minerals 90-98; development of 
90-91, 94-95; export of 
204-205, 206; importing of 
90; location of 91-93; 
metallic 92; non-metallic 
93; non-renewable resources 
97-98; salvaging of 98 

Mishan, E,J. 149 


till, 22, 


mixed economy 25-26, 141-145, 


220 
models, use of 59, 60-63, 148-149 
monetary gold, price of 183 
monetary policy 186-188, 239-240 
money, as a medium of exchange 
167-168; as a store of value 
169-170; what it earns now 
174; see also banking 
money market 174 
monopolies 20, 195-198, 242 
Morgan, Lorne T. 161 
mortgage loan companies 180, 181 
mortgage loans 177, 180, 181 
Murray, Philip 272 
Mussolini, Benito 27-29, 37 
mutual funds 180 
Myrdal, Gunnar 83 


national accounts of Canada 
71-77 

national debt 237-239 

national income, Canada’s 65-81 - 

National Industrial Recovery Act 
(NIRA) 268, 270 

National Labour Relations Board 
270 

national union 282 


natural increase of population 
107,111 

Natural Products Marketing Act 
49 

natural resources; see resources 

natural vegetation zones in 
Canada 89 

nazism 27, 30-31 

negotiating (union) 286 

net migration 115 

non-durable goods, spending on 
157 

non-metallic minerals and fossil 
fuels 90-98; map 93 

non-renewable resources 97-99 


Old Age Security 301-302, 306; 
tax 224-225, 301 

One Big Union 278, 279 

open-market operations 187 

open shop 271 

Oshawa Strike 279 

outdoor relief 219 

Owen, Robert 22-23 


Packaging 193 

Partnerships 129, 245 

pensions 107, 153, 165, 303; 
see also Canada Pension Plan 

personal expenditure on goods 
and services 151-156 

personal income 151-153; sources, 
disposition of 76; tax on 
223-224, 228, 232-233 

Picketing 266 

planning 25; effect of population 
growth on 108-110; industrial 
158; of productivity 148-149; 
regional 80-81; 
urban 119-120 

political action, labour and 281 

poll tax 218 

pollution 98-99, 102-103, 164, 
217; effect of growth on 150 

population iv, 10, 105-120; age 
structure of 105-110; of 
metropolitan areas 116; 
distribution of 114-116; eco- 
nomic development and 10, 
11, 107-110; as a factor of 
production 123; world 
distribution of jv-Vi 

population growth 114; factors in 
115; projection by areas 11;in 
developing countries 60-61 

Porter Commission on Banking 
and Finance 182 

postwar boom 50-51, 75 

poverty 78-79, 80-81, 161 

preferred shares 170; see also 
shares 

premiums, insurance 166 

price controls 189-190, 197, 
239-240 

price fixing, control of 198 

price indexes 199-201 

price leadership 195-196 

price mechanism 190-192 

prices 184, 189-201; consumer 
and 193-198; exchange rate 
and 202; exports and 182, 
202; government and 197- 
199; effect of tariffs on 
213; wages and 20, 21 
146, 147, 150, 249-250 


Prices and Incomes Commission 
240 

primary industries 123 

prime loan rate 198 

Private sector 125, 141-142 

Privy Council 47 

production 121-150; con- 
sumption and 151, 203-204 
costs 193-194; differentiated 
126; factors of 121-124; 
mass 126; rationalization of 
140-141 

Productivity 145-149, 240; 
analysis of 148-149; of capital 
146-148; of labour 145-148 

professions, organization of 284 

progressive tax 228 

property taxes 232 

public opinion 43-44, 241-242 

public sector 125, 141-145 

pulp and paper 62-63, 87, 136 


Quebec Pension Plan 303 
quotas 211 


Rand formula 282 

reciprocity (Canada—U.,S.) 
222-223 

recycling of waste 98, 150 

refundable tax 69 

regional disparities 78-81, 161 

Regional Economic Expansion, 
Department of 80 

regression analysis 62 

regressive taxes 228-229 

renewable resources 97-99 

representative government 41 

research, 122-123, 132, 193; 
government 65-67, 142-143; 
industrial 110, 158 

residual rights, in union 
contracts 273 

resources, natural 10, 83-104 

retail price maintenance 196-197 

retail sales taxes 228, 232 

retirement savings 164-166 

retraining, adult 127, 149-150, 
250-251, 293 

Reuther, Walter 273, 274 

revenue and expenditure by 
governments; see govern- 
ment revenue and expenditure 

revolutionary socialism 22 

Roosevelt, F.D. 267-268 

Rowell-Sirois Report 48-49, 232 

rural electrification 102 

Russian Revolution 27, 33 


safety, of assets 169,170 
sales 197; auction 192 


. sales tax 224, 228 


saving 153, 154, 160, 164-166, 
169, 181; as economic factor 
14; sources, disposition of 77 

Savings certificates 169; 
deposits 172,173 

scab 264 

scarcity, of goods and services 
121-123, 152 

science, economics as, 57-58 

seasonal unemployment 

252-254 

secondary boycotts 272 

secondary industries 123-124 

seniority agreements 273 
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serfdom 247-248 

services, production of 30, 
NZI i2S 124 Sty OZ tio 

shares 95, 96, 122, 130, 137, 145, 
166,170) 172-173, 75) 1176 

shareholders, rights of 130, 245-246 

shelter; see housing 

single (or sole) proprietorship 
127-128, 245 

slavery 40, 247-248 

Small Loans Act 180-181 

Smith, Adam 19-21, 83, 243-245 

Social Development tax 225 

social science, economics as, 57-64 

social security 288-311; problems 
of 66, 310-311 

socialism 22-25 

soil 87,88, 90; zones 88 

Special Drawing Rights (SDR’‘s) 
183 

specific duties 221 

spending 71, 151-166; in the 
economy 151, 160-162, 163; 
patterns of 154-157, 241 

Stalin, Josef 37 

standard of living 159, 161 

staple products, Canada’s 85-90 

state trading 208-209 

straight-line depreciation 147 

strike, right to 260; sympathy 
272; wildcat 275; vote 286; 
see also unions 

stock accounting 68 

stock market’ 95, 96 

stocks; see shares 

subsidiary, whol!y owned 137 

subsidies 218; federal 48 

succession duties 232 

supply and demand 190-192 

surplus budget 235 

surplus value 33 

“swap"’ credit 179 

sweetheart agreements 265 

sympathy strikes 272 

syndicates 278; see also 
guild socialism 


Taft-Hartley Bill 272 

tariff agreements 211-213, 216 

tariffs 20, 220-223, 243, 244; 
policy 100, 212-213; see also 
taxes, international trade 

tax credits 230; exemptions 229, 
231; deductions 230 

tax policy 194, 219-220, 225-236; 
prices and 198; resource 
development and 96-97 

tax reform, proposals for 230-231 

tax rental agreements 232 

tax structure 52-53, 227-230 

taxation 153, 161, 217-240, 243, 
245; history of 217-225; 
prices and 194 

taxing powers, division of 232-233 

technical aid 12, 13,14 

technological unemployment 
254-255 


technology, as an economic factor 12 


tertiary industries 124 

thermal-electric power 100, 102-103 

totalitarianism 27-39 

tourism 115, 128, 204 

trade, international 30-31, 203- 
216, 243; Canadian 205-208 
development and 205-211 
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Trades and Labour Congress 
of Canada (TLC) 277, 278, 
279, 282 
trading agreements 207, 211, 216 
trading associations 216 
traditional economies 15 
transfer payments 72, 76, 298-299 
trust companies 180, 181 








ultra vires 46,47,48,49 

underwriting 174 

unemployment 110; consumer 
prices and 234; as per cent of 
labour force 256; types of: 
cyclical 255. frictional 
255-256; seasonal 252-254; 
technological 254-255 

unemployment insurance 80, 
294-297 

Unemployment Insurance Act 
294; Commission 295 

unions 259-287; American 261- 
275; influence of British 259- 
260; Canadian 259-286; 
ten largest 283; membership in, 
by congress affiliation 283 

union shop 271 

urbanization 72, 104,115, 
116-120, 122 

university enrolment 108 

USSR, communism in 32-39 

Utopian socialists 22-23 


vegetation zones in Canada 89 
vertical integration 124 


wage controls 189, 239-240 

wages, 6, pricesand 21, 146, 
147, 150, 195, 240, 249-250; 
productivity and 146, 147 

Wagner Act 270 

War Measures Act 189 

wartime economy, Canadian 
50-51, 52, 65, 189 

Wartime Prices and Trade Board 
189 

waste, in exploiting resources 
87, 97-99, 152 

water resources, pollution of 
98-99; conservation of 98-99; 
see also hydro-electric power 

wealth, definitions of 121 

welfare; see social security 

wheat; see agriculture 

wheat agreements 207-209 

Wheat Board 52, 199 

wildcat strikes 275 

window taxes 219 

Winnipeg Strike 278-279 

wood and wood products; see 
forest products 

Woodsworth, J.S. 278-279, 281 

workhouses 244-245 

working capital, statement of 
changes in (Stelco) 69 

workmen's compensation 291-294 

Workmen’‘s Compensation Act 
291, 292, 293; Board 293 

world population and GNP iv-vi 

world trade; see trade 


yellow-dog contract 270 

yield; on investments 170, 
174-176 

youth allowances 299 
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